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INCOME TAXES AND INCENTIVES TO WORK: 
AN EMPIRICAL STUDY 


By Georce F. Break* 


The question of how incentives to work are affected by high and 
steeply progressive income taxes has long been approached with cau- 
tion by tax economists, whose answers have been full of tantalizing 
ambiguities. It has encountered no such reticence, however, on the part 
of the great bulk of financial experts and journalists who with ready 
clarity on the point have had no difficulty convincing the public of the 
truth of the axiom that high taxes inevitably mean a reduction in the 
aggregate work supply.’ This has frequently been cited as one of the 
major causes of Great Britain’s present economic tribulations and has 
been held up as a warning to our lawmakers to beware bringing the 
same fate on this country. 

In the face of such overwhelming public opinion, the specialist who 
goes into the relevant economic theory in detail finds himself able to 
maintain with assurance only that the matter is not so simple. Whereas 
taxation certainly does tend to impair incentives by reducing the net 
monetary reward to be earned by an extra hour’s work, it also exerts 
a quite opposite effect in that it lowers the taxpayer’s disposable in- 
come and hence increases the pressure on him to earn more. Indeed, 

* This study was carried out under a Social Science Research Council Research Training 
Fellowship during the academic year 1955-56 while the author was on leave from the 
University of California. He is indebted not only to the Council but to T. C. Lund and 
H. Horsfall Turner of the Law Society, Alan S. MaclIver of the Institute of Chartered 
Accountants in England and Wales, J. W. Whitfield, Reader in Psychology at University 


College, London, and Alan T. Peacock of the University of Edinburgh for their invaluable 
assistance while the survey was being planned 


*In a recent sample survey carried out for the Royal Commission on The Taxation of 
Profits and Income, in which 1,429 workers in England and Wa!es were interviewed about 
their reactions to taxation, 73 per cent of the men and 60 per cent of the women said they 
thought that the income tax tended to reduce output because of its disincentive influence 
See Royal Commission on the Taxation of Profits and Income: Second Report (London 
1954), p. 108. 
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to the extent that a family has committed itself to a high level of 
living expenses, incurring obligations such as mortgage payments, life 
insurance premiums, installment buying contracts, school and college 
fees for the children, and so forth, higher income taxes may virtually 
force the income earner to work harder in order to make ends meet. 
On theoretical grounds alone, therefore, it can no more be proven that 
taxation necessarily has a disincentive effect than that it has an in- 
centive one. 

The problem, it would seem clear, is one which must be resolved 
by empirical study. Theory, nonetheless, provides the guidance for 
designing such a study by suggesting the groups of people who are 
likely to be particularly sensitive to tax disincentives. It is evident 
from the beginning that those who are subject to firm institutional 
rigidities in their working lives are not so free to respond to incentive 
or disincentive pressures as are those who are self-employed or who 
have income-earning opportunities available to them outside their 
regular jobs. Where a choice is possible, disincentives will be found 
to prevail among those who respond more strongly to the attraction 
of the lower price for leisure resulting from higher marginal tax rates 
than they do to the wish to maintain given levels of disposable income in 
the face of rising taxes. Confronted with a tax increase of given extent, 
a person’s reaction to it will depend upon how rapidly the marginal 
utility of income increases as income itself decreases—the more rapid 
the increase the more likely is the person to respond by working harder. 
People who are induced by higher income taxes to work less, then, 
are those who are not highly committed to their pretax levels of con- 
sumption and saving and they are most likely to be found among the 
upper-income groups, among older people who have already built up a 
reasonably satisfactory stock of consumer durables and investment 
assets, and among those in any age or income group who have few 
dependents, low indebtedness, and relatively modest needs both cur- 
rently and in the foreseeable future. 

The lack of empirical information about the interrelationships be- 
tween factors of this sort and tax incentives and discentives led the 
author during the first half of 1956 to undertake a sample survey 
in the most vulnerable area possible—Great Britain, where income 
tax rates rise considerably more steeply than they do in the United 
States. At that time, for example, English married couples with two chil- 
dren and with incomes after allowable deductions falling in a range 
equivalent to that of $5,000 to $10,000 faced marginal tax rates of be- 
tween 33.5 and 60 per cent; in the United States the corresponding tax 
rates were either 20 or 22 per cent.’ The groups selected for the survey 


*In Table A below the 1955-56 marginal tax rates on selected incomes in the two coun- 
tries are compared on the assumption that an earned income of x pounds after deductions 
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—solicitors and accountants who were either partners or in business on 
their own—fall in the tax-sensitive category not only because they were 
all self-employed but also because, with their practices bringing them in 
continuous contact with tax problems, they were typically very much 
aware of the marginal rate at which they themselves were paying 
taxes.* In addition, being as a group somewhat older than the working- 
force average and belonging in large proportion to the middle- and 
upper-income categories, they should be particularly prone to tax dis- 
incentives. For example, 63 per cent of them faced marginal tax rates 
greater than 50 per cent. 


I. The Sample Studied 


Limitations of time confined the study to England, where 306 
solicitors and accountants were personally interviewed by the author 
in London, its suburbs, and in 6 provincial areas, predominantly rural 
and agricultural in character and scattered geographically. This de- 


allowed by the British tax law but before personal allowances is approximately equivalent 
to an income of 2.8x dollars after deductions ellowed by the US. tax law and before 
personal exemptions. The figures given are those which prevailed at the time the study 
was made. Some moderate reductions were made in the British rates in April 1957 but, 
except for the two extremes of the income range, they still remain substantially higher than 
they are in this country. 


TaBLe A.—MArcINAL Tax Rates On SELECTED EARNED INCOMES IN THE UNITED 
STATES AND THE UniTep 1955-56 


Marginal Tax Rate on Next Unit of Income Earned 
(per cent) 
Total Income after Allowable 
Deductions but before - | Married Couple with 
Personal Exemptions Single Person Two Children 
U.K. 
£ 400=$ 1,120 < 0 
COO= 1,680 5 
800= 2,240 18 
1,000 = 2,800 38.3 26 
1,500— 4,200 33. 33 
2,000= 5,600 40 
2,025= 5,670 §2 
4,000— 11,200 65 
6,000= 16,800 75 
10,000—= 28,000 85 
20,000= 56,000 y 92 
50 ,000= 140,000 : 92 
100 ,000= 280,000 : 92.: 


* The Royal Commission on the Taxation of Profits and Income, on the other hand, esti 
mated that only between 3 and 5 per cent of their sample knew how they were affected 
by the income tax. /bid., p. 116. 
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sign enabled coverage of a wide variety of practices, both urban and 
country. 

For the London sample 87 accountants were selected by taking 
every thirtieth name, with a random start, from the list for that area 
of practicing members of the Institute of Chartered Accountants (this 
list was used because the Institute’s membership contains by far the 
largest proportion of self-employed accountants in the country). The 
choice of solicitors was slightly more complicated, since the Law So- 
ciety’s list separated the individual suburbs from central London. 
Accordingly, every fortieth name, from a random start, was taken from 
the metropolitan list, making 126 in all. Then 20 suburban solicitors 
were selected by first choosing 4 suburbs with probabilities proportional 
to size and then taking names by systematic selection from each one. 
(The over-all sampling fraction for this group was also 1 in 40.) 

The country sample, consisting of 122 solicitors and accountants, 
was taken by systematic selection from 6 areas in Gloucestershire, 
Somerset, Warwickshire, Shropshire, Lincolnshire, and Cambridge- 
shire. The towns from which the selections were made varied in size 
from a few hundred to 80,000. The sampling fractions ranged from 
one-in-five to one-in-nine. 

Of the total sample of 355 names, 28 were found to be no longer 
practicing in the sampled areas as a result of death, retirement, or 
other causes. Since by definition these people were not part of the 
sampled population, the sample was thereby reduced to 327 names. 
Of these, 3 of the London list could not be located even after exten- 
sive searching, 7 country practitioners were out of town during the 
periods of interviewing in their areas, and 11 in all refused to be inter- 
viewed. The total failure rate, therefore, came to 21/327 = .064, and 
the refusal rate, among those approached, to 11/317 = .035. 

The very low refusal rate may be attributed in no small degree to 
the willingness of both the Law Society and the Institute of Chartered 
Accountants to provide general letters of introduction which were 
used in requesting the interviews. There is no doubt that this not only 
increased the coverage of the samples themselves but encouraged a 
significant number of those interviewed to answer the questions more 
freely and thoroughly than they would otherwise have done. The con- 
suming interest of the British taxpayer in matters of taxation could 
not, of course, be capitalized on in requesting interviews, since any 
mention of taxation on the part of the interviewer before the appropri- 
ate time would have destroyed the important tabula rasa effect which 
he was at pains to preserve. The letter mentioned only the interest of 
the interviewer in the “economic position” of the professions in Eng- 
land, and a mimeographed explanatory statement which was presented 
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to the prospective respondent at the same time as the letter was simi- 
larly careful, in describing the general nature of the project, to avoid 
anticipating or prejudicing his answers in any way. 

The questionnaire, which was used in all interviews, was divided into 
several main parts. First, some simple questions were asked about the 
size of the firm, the number of staff employed, and the vital statistics 
of the respondent’s own professional career. Next he was asked how 
long a vacation and how many extra “days off” he was accustomed to 
take each year, and how many hours he customarily worked in a week. 
Any changes he had made in this program in recent years were ex- 
plored, and if the respondent had been in practice before the war his 
prewar working schedule was compared. The main part of the inter- 
view then turned to a discussion of his reasons for doing as much or 
as little work as he was doing, specifically as they involved his deci- 
sions to accept or reject new work for the firm, to take on income- 
earning opportunities for himself outside the firm, and to promote the 
expansion of his practice. If the respondent was over 45 years of age, 
he was also questioned about any retirement plans he might have 
made. At each stage of the discussion he was encouraged to name the 
main factors which had led him to the decisions he had made. 

Throughout the interview so far the influence of taxation on the 
respondent’s incentives to work entered the discussion only if he 
introduced it himself. Leading questions were avoided until he had had 
full opportunity to express himself concerning his reasons for doing 
the amount of work he was doing. Those who had not mentioned taxa- 
tion on their own initiative were then asked directly whether this had 
been a factor in any of their decisions to take on or refuse work; 
whatever positive reactions they then indicated were explored in as 
much detail as possible. Those who had already mentioned tax in- 
fluences were also questioned further about them, earlier statements 
being clarified and the not infrequent inconsistencies probed. 

A few more questions followed, about the size of the respondent’s 
family and the number of his dependents. Finally, he was handed a 
card on which fourteen income classes had been indicated, and he was 
asked to specify the one or ones in which his professional income be- 
fore taxes and also his total taxable income fell. This request encoun- 
tered surprisingly little resistance—of the 306 interviewed only 6 
refused to give the top marginal tax rates to which they were subject 
and eight to disclose their professional earnings. 

With one exception (“If more work had been offered to you last 
year, do you think that you would have taken it on?”) the questions 
asked only for information about actual past behavior or definite plans 
for retirement, hypothetical situations not being posed or possible 
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action explored for the reason that a high degree of reliability was 
desired. A few internal checks to test consistency and reliability were 
provided in the questionnaire and proved useful as guides in evaluating 
the evidence obtained. The assertion of one ebullient Irishman, for 
example, that he was subject to a tax disincentive appeared far less 
convincing when compared with his statement at another point in the 
interview that he was working 80 hours a week because he liked to 
work hard and build up a practice. Even with certain checks and with 
a maximum of simplicity maintained throughout the questionnaire, 
however, the evidence yielded by the 306 interviews was a complex 
of varied reactions open to considerable diversity of interpretation. 
Such is the raw stuff of the social sciences. 


Taste I.— Unapyustep Tax INCENTIVE AND DISINCENTIVE RATIOS 
(Combined Samples) 


Proportion of Respondents 


ype of Tax Effect Reporting Effect 


. Short-period tax disincentive 54/306= .18 
. Short-period tax incentive 18/306 = .06 
Incentive influence at retirement* 78/150= .52 
Total tax incentive 96/306= .31 
Some kind of tax influence 128/306= .42 


* Only those over 45 years of age were asked about their retirement plans. 
» As indicated by the relation between the numerators on the first three lines and that on 
line 5, 22 respondents reported more than one kind of tax influence. 


II. Tax Incentive and Disincentive Ratios 


A. Unadjusted Ratios 


Slightly more than 40 per cent of the solicitors and accountants 
interviewed, or 128 in all, indicated that taxation had, or was going 
to have, some influence on their working lives. The most frequent 
response, given by more than half of those asked (see Table I) was 
that taxation forced postponement of retirement by preventing a per- 
son from saving enough to provide for his future support. Short-term 
incentives, however, meaning day-to-day and week-to-week longer 
hours and harder work were indicated by only 6 per cent of the re- 
spondents. Disincentives, on the other hand, were distributed in re- 
verse fashion. There were no retirement disincentives reported—+.e., 
earlier retirements as a result of high tax rates—whereas nearly one- 
fifth of the people interviewed cited taxation as a factor tending to 
decrease the amount of work they did on a short-term basis. 

These ratios are, of course, only crude first approximations to the 
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true influence of taxation on work incentives. Included in the 128 
respondents (row 5 of Table 1) there are many who expected the tax 
influence mentioned to have an actual effect on their working habits 
only at some rather distant future date, some who themselves rated 
taxation as a possible though highly doubtful influence on their be- 
havior, and some who had experienced tax influences on only one or 
two isolated and relatively unimportant occasions in the past. In the 
next four sections we shall first separate these people from those for 
whom taxation was a more important and definite factor and then 
reassess the influence of taxation in the light of these distinctions. 


B. Questionable Tax Influences 


Least weight must be given to those cases for which the tax effect 
had not yet occurred and was expected to do so only at some rather 
distant time or under certain hypothetical conditions. Reactions such 
as these are not without significance, but there are too many con- 
tingencies to make them comparable to those which have already been 
experienced. 

Many of the retirement incentives fall in this questionable category, 
since for them the date of the expected retirement was by no means 
imminent. Of the 78 respondents mentioning retirement postponement 
62 were under 61 years of age, and 50 of them were under 55. ‘Their 
evidence is obviously rather tentative and must be considered to be of 
less consequence than that of 11 respondents who said that high taxa- 
tion had already caused their retirement to be delayed, or of 5 others 
who said that they would have planned to retire in a year or so but 
for the demands of the Exchequer. 

Three of the short-period incentive cases were of doubtful validity, 
their vagueness being summed up by one of their number when he said 
simply that “with more money as a result of tax reductions I might 
well take more leisure time.” The “might well’ school was liberally 
represented, too, in the disincentive category. Nine respondents who 
had not altered their work loads in any way in the past stated variously 
that they would very probably ease off somewhat in the future if taxes 
remained high. Three of them, all solicitors, were thinking of hiring 
additional staff to take over some of their work because the work was 
yielding them such a small financial return after taxes. None, however, 
was definite about when, if ever, he would carry out these plans. Two 
others said that unless taxes were reduced they would definitely limit 
their work when their incomes reached certain given levels, but for 
both the ceilings specified were substantially above their current earn- 
ings. The possibility that their aspirations would rise once the more 
opulent levels were reached and the accompanying satisfactions tasted 
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was not probed. Five other disincentive cases olfer similarly weak evi- 
dence. ‘These respondents suggested that, on a few isolated occasions 
in the past when they had turned down work, taxation might have had 
some bearing on these decisions; at best, however, they felt that this 
had been only a minor factor, if one at all. 

Table IL gathers together these cases characterized by questionable 
evidence and eliminates them from the unadjusted incentive and dis- 
incentive ratios of Table I. This leaves us with all those respondents 
whose incentives to work seem definitely to have been afiected in some 
way by taxation. (As will be seen from line 3 disincentives now pre- 
dominate slightly.) Even these ratios, however, must be subjected to 


Taste Apyustep Tax INCENTIVE AND D1sINCENTIVE Ratios (COMBINED SAMPLES 
OF CASES INVOLVING HIGHLY QUESTIONABLE EVIDENCE 


Type of Tax Effect Disincentive Incentive 


1. Reported, regardless of reliability (Table | 
I, lines 1 and 4) 54/306 = 18 96/306= .31 


Less: 
2. All cases involving highly questionable evi 


dence 14 65 


3. Definite tax influences 40/306 = .13 31/306= .10 


further analysis before the real effects of taxes on the labor supplies 
of the respondents can be ascertained. 


C. Definite Tax Disincentives 

Forty respondents declared definitely that they were under some 
disincentive pressure from taxation. Since these pressures made them- 
selves felt in different ways and were by no means of equal force, our 
next step is to classify them according to their economic effect and 
then to evaluate them according to their strength and importance. 
Three patterns emerge. 

The first type of effect was reported by 19 respondents who said 
that taxation had been a definite factor in their decisions to turn down 
work offered to them at various times in the past. The importance of 
the tax influence may be evaluated on the following grounds: (1) the 
extent to which the lessening of effort seemed to be a conscious, tax- 
induced policy on the part of the respondent—as judged by his men- 
tioning it on his own initiative rather than advancing it only after the 
tax disincentive had been suggested by the interviewer; (2) the number 
of times in the recent past that the tax disincentive had been experi- 
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enced; (3) the respondent’s own estimate of the importance of the tax 
factor—i.e., whether he himself rated taxation as the chief reason for 
declining the work, or as one among several equally important con- 
siderations, or as a distinctly secondary concern. The details of this 
analysis need not be given here, but the result is a ranking of the 19 
respondents according to three different magnitudes, or orders of 
significance: 

(a) Six respondents are of primary consequence here. All of them 
rated taxation as the crucial factor in their decisions to do less work, 
and they offered this evidence entirely on their own initiative. The tax 
effect had, moreover, occurred frequently enough in the past to warrant 
its being regarded as important from an economic point of view. All 
6 faced marginal tax rates of 60 per cent or more, and 2 of them were 
at the 85 per cent level or above. One said that he turned down work 
frequently, 1 that he did it every day, and 2 others that they declined 
many outside opportunities of earning income as well as some legal 
cases (although they took on all work brought to them by established 
clients and any new clients recommended by them). A fifth had left 
a partnership and set up an independent firm of his own because he 
felt he had been working too hard as a partner in relation to his income 
net of taxes and was freer as a sole owner to cut down his work to his 
own requirements. The sixth, a sole proprietor 68 years old, had 
worked hard until 1951, earning a pretax income of between £6,000 
and £7,000 a year, and as a result had injured his health, been under 
a doctor’s care for two years, and upon returning to work had eased 
up considerably because the gain from sustainedly hard effort was not, 
after taxes, worth risking his health for a second time; his 1955 pre- 
tax income was a little less than £2,000. 

(b) By contrast with the preceding group, 3 other respondents belong 
in the bottom significance bracket, since for them the tax issue was by 
no means paramount. One rated taxation as a definite but secondary 
factor in his relatively infrequent decisions to decline work (thereby 
raising the speculation that a small tax reduction would not affect his 
behavior at all, although a larger decrease might presumably induce 
him to do more work). The other 2 had turned down work on just one 
occasion apiece, partly because of taxation, partly because the work 
would have involved a good deal of travel, and (in view of these con- 
siderations) partly because the work was not for an established client. 

(c) The remaining 10 respondents form a somewhat diffuse middle 
group. Among them there is considerable variation as to the strength 
of the evidence and the importance of the tax effect, but it is doubtful 
that a finer classification would be very fruitful. 

A second pattern is formed by a group of 10 respondents on whom 
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taxation exerted a different type of disincentive pressure. They took on 
all work that came their way, either for the firm or on the outside, but 
they were less active in seeking new business than they would have 
been under lower tax rates. Most significant here are 3 individuals who 
said that high tax rates had prompted them deliberately to curtail the 
promotional efforts (largely participation in social and professional 
activities) which normally serve to attract new clients. One of them 
summarized their general reaction as follows: “If taxes were lower I 
would display more energy in trying to increase business. One is not 
prepared to drive oneself really hard and perhaps endanger one’s health 
under present tax rates.” These 3 could give no estimate of the extent 
to which their efforts had been reduced or of the total effect on their 
practices, but they were conscious of the tax influence, as is shown by 
their promptness in mentioning it on their own initiative. Six others 
reported the same type of tax effect, but their evidence must be con- 
sidered of less significance for our purposes since it came out only in 
response to the direct tax questions. The tenth respondent occupies the 
place of least importance in this pattern, since taxes were for him only 
one among several factors which at one time had led him to decide 
against expanding the scope of his practice. The fact that he was, even 
so, working more than 80 hours a week suggests that lower taxes would 
be unlikely to induce much increase in the supply of his professional 
services. 

Pattern number 3 has to do with disincentives of a special type and 
contains only 2 significance classes. These disincentives took the form 
of shifting work loads within individual firms. Eleven respondents had, 
because of their own high tax rates, turned over work to partners or to 
staff hired for that purpose. The total volume of business handled by 
the firm was not reduced, therefore, but individual members were doing 
different amounts of it, the economic rewards being adjusted accord- 
ingly. 

One interesting aspect of this type of tax effect is that the work re- 
allocation tended to circumvent several of the institutional rigidities 
noted in the professions studied—-.e., the moral! obligation not to 
refuse a client’s request for assistance, the professional pride in the 
firm, and the “expand or perish” maxim which calls into serious ques- 
tion a firm’s ability to maintain the level of work it wants if it acquires 
a reputation for turning clients away. By taking in new partners and 
expanding staff a firm is able to accept all work offered to it, and even 
increase its volume, at the same time that certain members (usually 
the higher-paid ones) who find their incentives sapped by taxation can 
take more leisure. In this way there is no risk of sacrificing valuable 
goodwill. 
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The fact that none of the 11 respondents subject to this kind of 
disincentive brought it up on his own, but only in answer to the direct 
tax questions, is not surprising, nor does it in this case make the evi- 
dence less convincing. The particular effect involved was not in the 
direct line of inquiry up to that point, since none of the preceding 
questions had given the respondents any opportunity to discuss the 
factors affecting decisions to take on more staff or additional partners. 
Since, then, the late appearance of the tax evidence does not necessarily 
imply low reliability, the 11 cases have been ranked entirely on the basis 
of the strength of the tax factor and the importance of the changes 
induced, Ten of the people involved cited taxation as the sole or most 
important cause of the work shift, and the magnitude of the effect was 
considerable in each case. Seven among them had been induced to hire 
additional staff, and all 7 had a staff-partner ratio of 5 or greater, 


III.—RESPONDENTS REPORTING A DEFINITE TAX DISINCENTIVE CLASSIFIED ACCORD- 
ING TO THE Tyre OF DISINCENTIVE AND Its ECONOMIC SIGNIFICANCE 


; Economic Significance Rating 
Type of Tax Disincertive — 


Greatest Middle Least 
1. Refusal of work offered to the respondent 6 10 3 
2. Reduced incentives to seek new clients 3 | 6 | 1 
3. Shift of work load within the firm 10 | 1 0 
4. All effects 19 17 4 


whereas less than one-half of those who reported no tax effect on the 
size of their staffs had such a high ratio.* These 10 therefore rate the 
top significance level, a lower ranking being given to the eleventh case, 
in which taxation was only one among several motivating factors. 

Table III assembles the results of the preceding classifications and 
shows the 40 definite tax disincentives ranged according to the type 
of effect experienced and its economic significance. 


D. Definite Tax Incentives 


The 31 respondents reporting definite tax incentives may be classified 
in a similar way. Of the 17 who said that taxation was preventing them 
from retiring as soon as they would have liked, 15 belong to the first 
order of significance. These introduced the tax influence on their own, 
cited it as the chief reason for their delayed retirement, and were either 
close to or past the age at which they would have preferred to retire. 


* Chi-square analysis indicates that this difference is statistically significant at the .01 
level. 
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The other 2 respondents in this category gave both taxation and a 
strong interest in their work as reasons for delaying their retirement, 
and hence have been allocated to the middle-significance level. 

The remaining 14 incentive cases felt themselves forced by taxation 
to work harder on a day-to-day basis than they would have if they had 
been able to retain more of their earnings. These incentives took a 
variety of forms. Six said that high taxes kept them from hiring as 
large a staff as they otherwise would have maintained, with the result 
that they had to do more work themselves. Typical here is the follow- 
ing comment, made by one of the group: “I am doing work that I am 
not trained to do, because of taxation. I cannot afford to hire the help 
needed to do the work for me.” One man was able to give a prewar 
comparison; he was definitely working harder than he had before the 
war because he could no longer afford such a large staff and now had 
to do many menial jobs formerly done by them. The problem of how 
much this situation was due to taxation and how much to higher wage 
rates for staff complicates the picture, but comparisons with the staff- 
partner ratios of the firms of respondents who reported no tax effect 
tend to substantiate the assurances of the 6 that taxes were the main 
reason for their staff cuts. Five of them (i.e., 83 per cent) had fewer 
than 5 staff members for each partner in the firm; among respondents 
reporting no tax effect on the size of their staffs, only 52 per cent had 
a staff-partner ratio of less than 5.° 

The other 8 in this short-period incentive group were simply taking 
on all the work they could handle, sacrificing the leisure that they 
would have taken with less pressure from taxation. Seven of them 
stated that they would definitely take on more work if it were offered 
to them; the eighth said that he couldn’t because he was already greatly 
overworked. 

All 14 were unequivocal that taxes were the goad, although this was 
not typically brought out until the tax questions were asked. In de- 
ciding whether the late appearance of this evidence reduces its validity 
it is important to take into consideration a psychological phenomenon 
which the survey clearly bore out—the propensity of the average per- 
son, although quite aware of the disincentive potentialities of taxation. 
to overlook its possible incentive effects.* This fact, combined with the 


*The probability of a difference this large as a result of chance forces alone is approxi 
mately .13 

*A random selection of those who said that taxation had not affected their supplies of 
labor were asked about a possible incentive influence, and a significant number of them 
were surprised to realize that this was a possible effect. All of these people, incidentally, 
have been classified for purposes of this paper in the no-tax-effect category even though a 
few felt, after having the incentive possibility pointed out to them, that they might be 
subject to some incentive influence 
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LV.-Resvonvents ReportinG a Derinire Tax INCENTIVE CLASSIFIED ACCORDING 
TO THE Tyre OF INCENTIVE AND Irs Economic SIGNIFICANCE 


Economic Significance Rating 
Type of Tax Incentive | ana 
Greatest Middle Least 


1. Postponed retirement a 2 
2. More work on a day-to-day basis 5 
7 


3. All types 23 


respondents’ inability in most cases to estimate the extent of the in- 
centive influence to which they were subject, makes it very difficult to 
draw an exact comparison between the incentive cases and the distin- 
centive ones; the same criteria do not apply in equal measure. The 
significance classification for row 2 of Table IV has been based pri- 
marily on the certainty of the respondent that taxation was the main 
factor leading him to work as hard as he was working and on the 
warmth of his desire to expand the size of his practice (as indicated by 
the answer he gave to a question asked early in the interview, before 
the direct tax questions). 


E. Adjusted Tax Incentive and Disincentive Ratios and Their Inter- 
pretation 


Weighted according to the reliability, frequency, and importance of 
the tax effect, our evidence is reassembled and presented in its most 
highly refined form in Table V. On the first line the ratios are given 
for the incentive and disincentive groups to which only the greatest 
significance is attached; on each subsequent line one group of pro- 
gressively less significance is added in, until on the fourth line all the 
tax effects that were reported, regardless of certainty, are included. 


Tasie V.—Apjustep Tax INCENTIVE AND DISINCENTIVE RATIOS 
(Combined Samples) 


Significance Rating Disincentives Incentives 


. Greatest 19/306 = .06 23/306 = .08 
. Greatest + Middle 36/306 = .12 30/306 = .10 
. Greatest + Middle+Least 
(All definite tax effects) 40/306 = .13 31/306= .10 
. All tax effects, definite +questionable 54/306= .18 96/306 = .31 
Sources: Line 1. First column of Tables IIT and IV. 

Line 2. Sum of first two columns of Tables III and IV. 

Line 3. Sum of all columns of Tables IIT and IV. Also Line 3, Table II. 

Line 4. Line 1, Table IT. 
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One’s final estimate of the extent to which the work incentives of the 
306 solicitors and accountants interviewed during the course of this 
survey were affected by the income tax depends upon the strictness 
with which he interprets their evidence. The most conservative evalua- 
tion would include only line 1 of Table V and allow that less than 15 
per cent of the sample were to an important extent impelled to increase 
or decrease their labor supplies, the incentives prevailing slightly over 
the disincentives. A less narrow estimate, on the other hand, or one 
that could be called a moderately conservative view, would hold that 
just over 20 per cent of the entire group were adjusting their working 
lives to the pressures of taxation, with a little more than half of them 
cutting down on work and a few less than half working harder. If our 
standards of judgment are relaxed so as to include all those who in- 
dicated even the rather distant future likelihood of some tax influence, 
we find nearly 20 per cent reporting an impairment of incentives due to 
taxation and over 30 per cent evidencing the opposite effect. 

A number of the tax effects shown in Table V are not simple, uni- 
directional effects and illustrate further the complexity involved in 
interpreting the evidence. The 71 definite tax effects shown in line 3 
of Table V were in fact reported by only 66 individuals, since 5 of the 
respondents gave evidence of both an incentive and a disincentive 
influence from taxes. All 5 had reacted to high postwar taxation by 
working less hard on a day-to-day basis and then later had found it 
necessary to postpone their retirement because taxes had made it 
impossible for them to put aside sufficient savings. They were, in 
effect, averaging their incomes over a longer working lifetime. As might 
be expected, none of them was able to say whether the net effect was 
in the incentive or the disincentive direction, and the further question 
remains as to whether, for each individual the services withdrawn were 
of the same quality as those added to the total labor supply. Some, 
because of increased knowledge and skill, would be able to render 
better services in their more advanced years than they would have 
under lower taxes earlier in their working lives; others would un- 
doubtedly have been more vigorous and effective in the earlier stages 
of their careers. 

Even if the figures shown in Table V were simpler and easier to 
interpret, however, the net effect of income taxation would not be 
shown by a straight subtraction of the incentive and disincentive per- 
centages. At best only a rough estimate of the magnitude of the tax 
influence could be made in each case, and many of the respondents 
reporting an incentive effect could be no more specific than to state 
merely that they were working harder because of taxation. Even if it 
could be demonstrated that the work hours sacrificed by the 6 per cent 
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who were subject to a definite and important tax disincentive were 
exactly made up by the 8 per cent who felt a significant tax incentive, 
it cannot be assumed that services of equal quality would be obtained 
in the exchange. The only evidence that could be obtained relevant to 
this point indicates that the services withdrawn because of taxation 
might well be of a higher average quality than the additional services 
offered by those forced to work harder.’ This would suggest that there 
might be some net disincentive effect from taxation on the accountants 
and solicitors interviewed. The fact that neither the qualitative nor the 
quantitative dimension of the problem can be measured with any pre- 
cision, however, means that this conclusion, like any estimate of the 
magnitude of the net effect, is almost purely speculative. It can be 
stated with considerable certainty, nonetheless, that this net effect, be 
it disincentive or incentive, is not large enough to be of great economic 
or sociological significance. 


III. Relation of Tax Effects to Other Factors 


In considering the reasons that the enormously high postwar tax 
rates in Britain have not reduced the aggregate labor supply of our 
sampled groups more than they have, we must not fail to take into 
account a number of nontax factors which were observed. In addition 


to the “institutional rigidities” referred to earlier,” the chief non- 
momentary incentive factor was the attractiveness of the work itself 


for people in professional practice. Many of the respondents said un- 
equivocally that in spite of the greatly reduced monetary rewards 
realized since the war they were working as hard as ever because they 
liked their work. Some, of course, were ambitious to make or maintain 
high reputations in their professions. Others would agree with the 
respondent who stated candidly, “The thought of retirement nauseates 
me.” For still others with less intense reactions the motivating force 
was habit. Whether the reason was lack of enjoyment of leisure or 
genuine pleasure in working, the end result was for such people a nega- 
tion of whatever disincentive effect income taxation might have had. 

Partnerships. Another major deterrent to complete freedom of 
action in response to tax influences was the fact that most professional 
people, although self-employed, are not independent agents but have 
partners to consider. When a member of a partnership turns down 
work on behalf of the firm, he reduces not only his own income but 
also the incomes of his partners; conversely, when he works overtime 

"Over half of the 19 respondents reporting a significant tax disincentive earned £3,000 
or more from their professional practices and may therefore be presumed to render services 


of the highest quality; only one-fourth of the 23 significant tax incentive cases, on the 
other hand, earned as much as £3,000 a year. 


* See above, p. 538. 
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he realizes not the whole benefit, or even that which taxation leaves 
him, but only his allotted share. This applies, of course, only to the 
short run since partnership shares are adjustable, but 5 respondents 
in the present survey stated explicitly that thi- was one of the reasons 
that taxation had no disincentive effect on them. 

Fortunately for our present purposes the sample interviewed con- 
tained enough sole proprietors to make some interesting comparisons 
possible between them and members of partnerships. Table VI sum- 
marizes these findings. In the first two rows are shown the numbers of 
sole proprietors and of partners subject to definite tax disincentives and 
short-term incentives. In the third row are included not only those re- 
spondents who indicated no reaction to taxation as far as their labor sup- 
plies were concerned but also those who were subject only to a disincen- 


Tapie. VI.—-Sensitivity Or SOLE ProprikvORs AND PARTNERS TO TAXATION 


(Combined Samples) 


Sole Proprietors Partners 
Total 
Actual Expected 


| 
| 
| 


Actual Expected 


Definite tax disincentives 16 (9.2) (27.8) 
Definite tax incentives 6 (3.7) (11.3) 
No tax effect a) (59.0) (178.0) 


12 


tive on outside ventures or to an incentive on retirement, both examples 
of tax effects that should not vary as between partners and sole owners. 
It will be noted that sole proprietors show a greater sensitivity to both 
tax incentives and disincentives than do partners, and the 7’ test in- 
dicates that these difierences are statistically significant at the .01 
level. 

Table VII breaks down the figures in terms of the significance-range 
used earlier. Ratios are presented for those in the highest significance 
category alone and for those in the more inclusive “All Definite Tax 
Effects” category. In addition to the conclusion that sole proprietors 
are more sensitive to taxation, this table shows that among sole pro- 
prietors disincentives tend to exceed incentives, whereas among part- 
ners the two types of tax influence are approximately equal. 

Marginal Tax Rates. As suggested at the beginning of this paper, 
theoretically the reaction of individual labor supplies to progressive 
income taxation should vary with the income level, disincentives being 
concentrated at the top of the income scale and incentives at the bot- 
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tom. Table VIII shows that these expectations are borne out in the 
present survey as far as disincentives are concerned, but tax incentives 
are rather evenly distributed over the 4 income classes distinguished.” 

Fixed Commitments. The other major correlation postulated at the 
beginning of this paper is that between incentives to work and the fixed 
monetary commitments to which the individuals involved are subject. 
As originally designed, the questionnaire used in the interviews con- 
tained a number of questions aimed at determining the level of such 
commitments for each respondent. Pretest interviews, however, in- 
dicated that this information could not be obtained without prolonging 
the interviews to an impractical extent, so the questions were dropped. 


TABLE VIT.—Sore PRropRieTORS AND PARTNERS: TAX INCENTIVE AND 
DISINCENTIVE Ratios 


Sole Proprietors Partners 


Disincentive | Incentive | Disincentive 


Incentive 

— 

Greatest significance 7/72—=.10 | 5/72=.07 11/217 = .05 16/217 = .07 
Definite tax effects 16/72= .22 10/72 = .14 24/217 = .11 21/217 = .10 


TasBie VIIL.--Tax INCENTIVE AND DisincentiveE Ratios ror DirrFERENT INCOME Groups 
Total Taxable Income 
(in pounds) 
Greatest significance Under 2,000 | 2,000-3,000 | 3,000-5,000 | 5,000 and over 
Disincentives 1/112=.01 | 3/63=.05 | 5/71=.07 | 10/54=.19 
Incentives 9/112 = .08 4/63=.06 | 5/71=.07 | 5/54=.09 


Disincentives 7/112—=.06 | 7/63=.11 
12/112= .11 5/63 = .08 


16/54 .30 
7/54= 


} 
All definite | 


Incentives 


Adequate information for a simple, two-class breakdown was obtained, 
however, from the questions asked about the respondent’s age, the 
number of his dependents, and the level of his total taxable income. 
With the assistance of data collected by the 1951-52 National Survey 
of Personal Incomes and Savings for Great Britain,’® giving correla- 
tions between the ages of income earners and the percentages of their 
gross incomes which are devoted to contractual saving (life insurance 

* Various 7” tests of independence, applied to each of the different interpretations of the 


tax evidence given above in Table V, consistently rejected the null hypothesis that there is 
no relation between the incidence of tax disincentives and marginal tax rates 

“H. F. Lydall, “National Survey of Personal Incomes and Savings: Part IV, Personal 
Savings and Consumption Expenditures,” Bull. Oxford University Inst. Stat., Oct. and 
Nov. 1953, XV, 358. 
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and mortgage payments, pension contributions, etc.) and durable 
expenditure (automobiles, television sets, etc.), some inferences can 
be drawn with considerable confidence as to some of the basic commit- 
ments of our respondents. 

The financial pressure of fixed commitments is likely to be most 
heavy on those respondents whose incomes are less than £2,000 a year 
and who at the same time are under 40 years of age with 2 or more 
dependents or between 40 and 45 with at least 3 dependents. In the 
light fixed commitments category are all those who are single, all those 
over 45 who have only 1 dependent, and those from the medium age- 
dependency range (under 40 with 1 dependent, 40 to 45 with 1 or 2 
dependents, or over 45 with 2 or more dependents) who have incomes 
of £3,000 and above. This classification allows for a reasonably wide 


Tasie Tax Errects anp THE PressurE OF Frxep COMMITMENTS 


Heavy Fixed Light Fixed . 


Commitments Commitments 


Actual Expected Actual | Expected | 


Definite tax disincentives 0 (5.5 
Definite tax incentives 1 a 
No tax effect 34 | (28 


x’ =8.8 (significant at the .02 level) 


separation between the two groups which are being compared, excluding 
from the comparison those in the middle ranges whose allocation 
would be equivocal. 

The most striking feature of Table IX is the distribution of tax 
disincentives. No respondent with relatively heavy fixed commitments 
in relation to his income reacted to taxation by contracting his supply 
of labor; all 26 of the disincentive cases occurred within the group sub- 
ject only to light commitments. The small number of tax incentive 
cases unfortunately makes impossible any conclusions about their rela- 
tion to the level of fixed commitments. 

Other Correlations. Statistical tests of data obtained in the course 
of the survey bring to light a number of other correlations worthy of 
note. Studies of the relationships between the tax incentive and dis- 
incentive cases and the average number of hours worked per week by 
the individuals affected tell something about the kind of people who are 
subject to these opposing tax influences. Those who were cutting down 
their work supplies because of income taxes were still not working less, 
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on the average, than those who were unaffected by taxation. The in- 
ference is clear, then, that the tax disincentives were concentrated 
among respondents who were by nature more hardworking and am- 
bitious than the average. As for those who were impelled by high 
taxes to work harder, the figures show that they were indeed working 
more than the average number of hours each week; since we do not 
know exactly how much extra time they were putting in as a result of 
taxation, we can only conclude that this group was by nature of at 
least average ambitiousness. Those who are affected one way or the 
other by taxation, in other words, seem for the most part to be among 
the more energetic members of their professions. 

The theoretical conclusion that people’s tastes and general living 
standards are largely a function of their professional status and hence 
that a significant amount of independent income from property tends 
to relieve the economic pressure upon them and make them freer to 
react to tax disincentives is substantiated by the present survey. The 
figures show that among respondents with equal professional incomes 
the ones with significant amounts of income from property are more 
subject to tax disincentives than the others.” 

Comparisons of the two professional groups studied show that 
solicitors and accountants showed approximately the same reactions 
to taxation. 

As for geographical distribution, the incidence of tax incentives was 
about the same in the London sample as in the country sample, but 
tax disincentives tended to occur less frequently among London re- 
spondents than among those practicing in the smaller communities, in 
spite of the fact that London respondents typically faced higher mar- 
ginal tax rates. Since the country sample contained a higher propor- 
tion of sole proprietors (whose greater sensitivity to tax disincentives 
has already been noted) separate London-country comparisons were 
made for the two kinds of practices. These showed that although sole 
operators evidenced no rural-urban differences, partners were definitely 
more susceptible to tax disincentives in the country than they were in 
London. The implication may be that residents of the large metro- 

” The statistical tests do not, of course, completely separate the effects of property in- 
come on work incentives from the effects of higher marginal tax rates. Unfortunately, the 
existence of the earned income allowance in British tax law precluded any finer distinctions 
Of two people with the same total income and paying tax at the same marginal ra‘e, the 
one with more property income will, since he has less earned income and therefore obtains 
less advantage from the earned income relief, pay tax at a higher average rate than the 
person with less property income. The higher average rate will, by itself, induce the tax- 
payer to work harder and will tend, therefore, to obscure the opposing effect of the posses- 
sion of property incorae. It is true that at the time of the study the earned income allow- 
ance ceased when earned income reached £2,025, but too few respondents with earned 


incomes above that figure were obtained in the sample to permit statistically significant 
comparisons of property owners with others at given levels of total income. 
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politan area are more subject to living-siandard pressures than their 
country colleagues; if so, it would suggest that increasing urbanization 
may tend in the long run to reduce the disincentive impact of high 
taxation. 

IV. Conclusions 


The survey was undertaken only after extensive study of the litera- 
ture on the subject had convinced the author that a great deal of 
empirical work remained to be done.’* Earlier empirical studies had 
been either too broad or too specific to show a rounded picture of the 
tax reactions of one economic segment of the population, and most of 
them had concentrated on salary or wage earners who had relatively 
little freedom to vary the quantitative dimension of their work supplies. 
The fact that a comparatively small number of tax disincentives was 
discovered, then, was not at all surprising. The present survey tested, 
on the other hand, a reasonably substantial segment of a highly tax- 
sensitive group—i.ec., self-employed professional practitioners whose 
business overhead was small, whose business commitments to others 
(staff, partners, etc.) were sufficiently limited and flexible to allow a 
good deal of freedom of action, and whose type of work permitted 
piecemeal reductions without the sacrifice of the entire enterprise. The 
expectation was, in other words, that, particularly in a society where 
the tax rates are as high as they are in England, a considerably higher 
proportion of tax disincentives would be encountered than in earlier 
studies. 

The fact then that the results showed no such rise in the incidence 
of disincentives is of considerable significance. The proportion was, 
indeed, about the same as that found by the Royal Commission in their 
study of a very different socio-economic group (factory workers earn- 
ing less than £1,500 a year). The chorus of complaints, vehement and 
eloquent, against “penal” taxation, echoed by the great majority of 
respondents interviewed for the present study, was surprisingly ‘in- 
frequently translated into action. It was almost a commonplace for 
respondents to state categorically that taxes were removing all their 
incentives; but when the facts were assembled, about as many actually 
were working harder as were working less. As one of the more candid 
put it, “When you really get down to it, I am working as hard as I 
ever worked. I complain bitterly about how little I am allowed to keep 
of every pound I earn, but I go on doing the work just the same.” 

This is not to underestimate the pronounced emotional reaction to 
high taxes which may in various intangible ways have its effect upon 
the work that is done. Less eager willingness to press through with a 
job may result in a gradual and unmeasurable slowdown and general 


"Cf. the author’s “Income Taxes, Wage Rates, and the Incentive to Supply Labor Serv- 
ices,” Nat. Tax Jour., Dec. 1953, VI, 333-52 
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impairment of efficiency. Tax loopholes are exploited wherever pos- 
sible, of course, and this may divert some productive energy to tax-free 
trips and other side activities. On the whole, however, there is no escap- 
ing the fact that, thus far at least, disincentives, like the weather, are 
much talked about, but relatively few people do anything about them. 

With regzrd to the future, there are implicit in the evidence collected 
enough clues as to the conditions which make for the appearance or 
disappearance of tax disincentives to allow certain predictions to be 
made. A tendency toward larger families, for example, may be expected 
to reduce the disincentive influence of taxation. A higher divorce rate 
will have the same effect, especially for husbands who find themselves 
supporting more than one wife and family at the same time. Increased 
desires for labor-saving consumer durables will lower the impact of 
tax disincentives on husbands during the period of acquisition (which 
may well be a long one), and then as the wife finds herself with more and 
more time on her hands she, too, will move into the labor market, high 
tax rates to the contrary notwithstanding. Increased international 
communication and travel will stimulate the people of one country to 
wish for themselves the advantages they see enjoyed by “the Joneses” 
of another, and in so far as these things can be earned by harder work 
the disincentive force of taxation will be weakened. The pressures of 
an increasingly complex world will tend to reduce the freedom even of 
our professional people to respond to disincentives by drawing them 
more and more into partnerships or incorporated businesses (a large 
number of our respondents commented on the increasing difficulty even 
today for the lone general practitioner to continue on his own in the 
face of the growing complexity of legal and accounting work). 

Government fiscal policies as well will have their influence on the 
ways in which income taxation affects work incentives. As the govern- 
ment expands its welfare programs—providing increased protection 
against unemployment or illness or injury, increased payments to the 
aged, etc.—it reduces the pressure of fixed commitments and increases 
the incidence of tax disincentives. Higher estate and inheritance taxes, 
on the other hand, will lower the level of property income enjoyed by 
heirs, and, as our collected evidence indicates, those with less property 
income tend to be less sensitive to income tax disincentives. 

From the present evidence, then, we must conclude that contrary to 
the frequently repeated injunctions of so many financial commentators, 
solicitude for the state of work incentives does not under current con- 
ditions justify significant reductions in the role of progressive income 
taxation. Indeed, it would appear that, in the United States at least, 
income tax rates could be raised considerably, especially in the middle 
and upper-middle income ranges, without lowering unduly the aggre 
gate supply of labor. 
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INVESTMENT POLICIES AND “DUALISM” IN 
UNDERDEVELOPED COUNTRIES 


By Avpert O. HirscuMan* 


Economists have not shown much interest in the tensions and con- 
flicts that accompany economic development. Not unlike the Marxist 
who shrugs off revolutions as “birthpangs” of a new society, the 
economist has tended to consider social and cultural disruptions in 
underdeveloped countries as the inevitable by-product of growth. But 
just as the nature and course of a revolution profoundly affects the 
society that it brings forth, so is the course of a country’s development 
intiniately conditioned by the manifold tensions which it experiences 
during its struggle to break away from economic stagnation. Failure 
to include these conflicts in the empirical basis of our analytic 
structures may mean the loss of important insights. For instance, we 
persist in attempts to view the developmental process as a self-generat- 
ing and self-sufficient activity moving along a smooth exponential path, 
when any observer of the reality of underdeveloped countries is fully 
aware of the ever-present dangers of abortive development and of the 
important ways in which progress and backwardness clash and interact. 

This article is an attempt to build some of these interactions into 
the analysis of development. Its first two sections deal with the con- 
flicting claims and uneven growth of different regions within an under- 
developed, but developing economy. After describing the principal 
methods of governments in coping with situations of this kind, we pass 
to consider economic problems of a country that has become split into 
a developed and an underdeveloped region. The last two sections deal 
with some structural consequences of the close cohabitation of progress 
and backwardness within the same country, first for the type of in- 
dustrialization and then for the kind of industrial organization that 
are promoted and are likely to prove most effective in this particular 
environment. 


1. The Regional Distribution of Public Investment 


The regional distribution of public investment is the resultant 
of powerful forces acting on the policy-makers of underdeveloped 


* The author is visiting research professor of economics at Yale University. He is indebted 
to Henry J. Bruton, William Fellner, and David Granick for helpful comments on an earlier 


draft. 


“4 

4 
“Af 
4 

Ag 

ri 

af 


HIRSCHMAN: INVESTMENT POLICIES 551 


countries.’ Three principal patterns may be distinguished: dispersal, 
concentration on growing areas, and attempts to promote the develop- 
ment of backward areas. 

In contrast to widespread impressions, the most pervasive tendency 
of governments of underdeveloped countries in making their investment 
decisions is not so much the obsession with one dam or one steel mill, 
as the dispersal of funds among a large number of small projects 
scattered widely over the national territory. 

While this pattern is dominant only in countries where dynamic 
economic growth has not yet taken hold,” it can be said to exert a steady 
pull in practically all underdeveloped countries. The most obvious 
reason is that public investment decisions are easily the most political 
ones among the economic policy decisions taken by governments. 
Whether to build a road here rather than there, whether to construct 
a power plant that is to supply towns A, B, and C, rather than D, E, 
and F, these are questions that have decisive local political impact. 

Thus, as all governments regardless of their democratic character 
desire and need support from all sections of the country, the tempta- 
tion is strong to scatter the investment effort far and wide. Discon- 
nected roads are built at many points, small Diesel power plants and 
aqueducts are installed in many towns without adequate provision for 
their maintenance; even low-cost housing programs which should ob- 
viously concentrate on relieving critical shortages and on slum clearance 
in the big cities, are often similarly dispersed. 

More fundamentally, the tendency toward wide dispersal of invest- 
ment funds may be due to the fact that some traditional societies can 
conceive economic progress only as a force that ought to affect equally 
all members and sections of the community. Such societies are there- 
fore unprepared and unwilling to make the choices about priorities that 
are the essence of development programs. Experience with community 
development projects has shown that the belief or suspicion, however 
mistaken, that a project will lead to individual enrichment, may easily 
spell its failure.* Similarly, within the setting of a country, the feeling 
may be widespread that there is something wrong with even tempo- 
rarily preferred treatment for some regions, a feeling that it might be 
politically dangerous not to take into account. 

*For an attempt to account for economic policies of underdeveloped countries in other 


fields, see my “Economic Policy of Underdeveloped Countries,” to be published in Econ. 
Develop. and Cult. Change, July 1957. 

*See Benjamin Higgins, “Development Planning and the Economic Calculus,” Soc. Re- 
search, Spring 1956, XXXII, 35-56 

*For a good example, see A. R. Holinberg, “The Wells That Failed: An Attempt to 
Establish a Stable Water Supply in Viru Valley, Peru,” in Human Problems and Techno- 
logical Change, E. H. Spicer, ed. (New York, 1952), pp. 113-23; also P. S. Taylor, “Can 
We Export the ‘New Rural Society’?”, Rural Soc., Mar. 1954, XIX, 13-20. 
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Finally, the dispersal pattern can be explained by certain shortages 
usually affecting underdeveloped countries. The elaboration of the 
many small projects into which public investment is typically split up 
when this pattern is dominant, requires comparatively little engineer- 
ing and planning talent, whereas the larger projects in electric power, 
transportation or basic industry require far more such talent than is 
usually available to the government. This is why entirely too much has 
been made of the argument that development is held back, not by the 
scarcity of funds, but by a scarcity of “bankable,” i.¢., well-conceived 
and engineered, projects. The question which should come first, the 
project or the funds, is really of the chicken-egg variety. Obviously 
funds can be spent only on clearly defined projects. But without defi- 
nite expectations that funds—from domestic or foreign sources——will 
be forthcoming, the considerable cost of engineering and economic 
studies and the administrative effort required to gather the necessary 
staff and to obtain the assistance of foreign consultants will most 
likely not be undertaken. The promise of foreign funds—provided the 
studies prove the project feasible and worth while—is particularly im- 
portant if this effort is to be made, as a large project usually results in 
one region obtaining for the time being a substantial advantage over all 
others. This is an investment decision which the local government may 
find it difficult and imprudent to make unless it has the feeling—and 
the excuse vis-a-vis the other regions—that international development 
capital is not to be had at all on other terms. 

Moreover, the study and preparation of a large-scale project implies 
in itself—especially in countries where there is the rhetorical tradition 
of confusing the word with the deed, and the announcement of plans 
with their realization—a commitment to the region which is going to 
be principally benefited. Governments are therefore reluctant to start 
such studies unless they feel reasonably sure that they will be able to 
“deliver.” Unless they have assurances in this regard, they would be 
politically much better off to let sleeping projects lie. 

The International Bank for Reconstruction and Development has 
often defended itself against charges of insufficient lending by the 
argument that there were not enough “bankable” projects available.‘ 
But in fact the Bank frequently has acted in accordance with the point 
of view just outlined, #.¢., it has helped in the preparation of such 

‘Statements to this effect can be foun’ in several of the Bank’s annual reports; ¢¢.: 
“Perhaps the most striking single lesson which the Bank has learned in the course of its 
uperations is how limited is the capacity of the underdeveloped countries to absorb capital 
quickly for really productive purposes The Bank's experience to date indicates that 
the Bank now has or can readily acquire sufficient resources to help finance all the sound 
productive projects in its member countries that will be ready for financing in the next 


few years, that can appropriately be financed through repayable foreign loans and that 
cannot attract private capital.” Fourth Annual Report, 1948/49, pp. 8, 13 
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projects by virtually committing itself in advance to the financing of 
their foreign exchange costs, including even the cost of the preliminary 
engineering surveys. 

In this way the availability of international development capital 
may make for a shift from dispersal of public investment toward con- 
centration on a few key projects. The “demonstration effect” of similar 
projects undertaken in other countries also works in this direction.’ 
But the most important force opposing the tendency toward excessive 
dispersal of public investment is the growth pattern characteristic of 
rapidly developing countries. Development often begins with the 
sudden, vigorous and nearly spontaneous growth of one or a few re- 
gions or urban centers resulting in serious shortages of electric power 
and water supply, as well as in housing and transportation bottlenecks. 
Thus, urgent demands for several types of capital-intensive public in- 
vestments appear and must be given the highest priority whether or 
not they correspond to the government’s sense of distributive justice 
and to its pattern of regional political preference. The public invest- 
ment in overhead capital in turn makes possible further growth in 
industry and trade of the favored areas and this growth requires further 
large allocations of public investment to them. 

Determined as it is by the volume of private investment and the 
general rise in income in the developing areas, public investment clearly 
plays here an “induced” role, and investment choices are often re- 
markably and unexpectedly obvious.’ It is not always easy, however, 
to have these obvious choices adopted, partly because of the continu- 
ing desire of governments to revert to the policy of scatter, and partly 
because a new pressure soon makes itself felt, namely to accelerate 
development in the areas that have fallen behind. 

A situation in which the bulk of public investment is continuously 
being sucked into the comparatively developed portions of the national 
territory cannot in the long run be considered satisfactory by govern- 
ments, because of compelling equity considerations. In fact, the attempt 
to change drastically the distribution of public investment in favor of 
the country’s poorer sections generally comes at a point that seems 
premature to the foreign observer or adviser for the simple reason that 
the more rapidly advancing sections do not strike him as so outstand- 
ingly prosperous. It is, however, quite understandable that the attempt 
should be made long before these sections have come anywhere near 

* The demonstration effect is perhaps more important in raising the propensity to invest 
of public authorities than in increasing the propensity to consume of the public. The latter 
relation is stressed by R. Nurkse, Problems of Capital Formation in Underdeveloped Coun 
tries (Oxford, 1953), pp. S7f 

*Cf. my “Economics and Investment Planning—Reflections Based on Experience in 


Colombia” in Investment Criteria and Economic Growth, M. F. Millikan, ed., Mass. Inst 
Tech. (Cambridge, 1955), pp. 35-54 
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fully developing their potential. Moreover, the poorer sections of the 
country, where careers in industry and trade are not promising, often 
produce, for this very reason, a majority of the country’s successful 
politicians and thereby acquire weighty spokesmen in the councils of 
government. 

Whatever the correct timing, the channeling of large-scale capital 
expenditures toward the underprivileged areas of the country contains 
the danger of misguided and excessive investment—a danger which is 
always more present in a region that has not yet experienced real de- 
velopment than where spontaneous growth has already staked out 
fairly well the areas in which public investments are urgently required. 

It is possible that the transition from the second pattern—-concen- 
tration of public investment on spontaneously growing areas—to the 
third—attempt to ignite development in the heretofore stagnant areas 
through “autonomous” public investment—is facilitated by certain 
peculiar properties of public investment. Usually the second phase 
results not in a mere shift from scatter to concentration of a given 
investment total, but in a considerable enlargement of the total amount 
of funds required for public investment. These funds are secured 
through the introduction of new and higher taxes or through other 
permanent revenue-raising devices. 

On the other hand, it is probably reasonable to assume that the need 
for the investment of public funds in the country’s spontaneously 
growing areas is particularly heavy in the initial stages of develop- 
ment, as basic utilities are created and rapidly expanded. After de- 
velopment has proceeded for some time, the need for public investment 
in relation to private investment tends to decline and in any event an 
increased portion of public investment can be financed out of earnings 
of previous investments. This kind of change in the mix of public in- 
vestment with private investment is implicit in the term “social over- 
head capital” often used to designate the kind of investments which 
are primarily financed by public funds. 

As the taxation and other measures which have financed the original 
spurt in public investment continue to yield revenue, some funds may 
thus become, if not unemployed, at least less compellingly employed 
than previously. This is likely to be immediately sensed by the officials 
responsible for apportioning public investment and provides an ex- 
cellent opportunity to those among them who would want to change its 
geographic composition in favor of the less developed sections. 


II. Divergent Development of Different Regions 


On probability grounds alone, economic growth is unlikely to start 
everywhere at the same time and to proceed everywhere at the same 
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speed within an economy. Once some areas and sectors have pulled 
ahead of others, they assert a powerful attraction not only for the 
simple reason that nothing succeeds like success, but also because ex- 
ternal economies are coming into being at these “growing points.” 
There can be little doubt that an economy, in the process of lifting 
itself to higher income levels, must first develop within itself some 
such regional centers of economic strength. Interregional inequality of 
growth is therefore an inevitable concomitant of growth itself. 

To simplify our exposition, we shall call “North” the region or re- 
gions of the country which are experiencing growth and “South” those 
that have fallen behind. This terminology is suggested by the fact that 
a large number of backward areas appear to be located in the South of 
the countries to which they belong. The term “South” as used here 
does not include undeveloped—.c., largely unsettled—areas. 

After the first spurts of growth in the North, it is no longer obvious 
what course development will take. Normally one might expect that 
little by little the higher incomes in the North will trickle down to the 
Southerners, either as a result of purchases and investments by the 
North in the South, or because of migration of Southerners to the 
North. But there are important instances of countries where the initial 
advance of a region has resulted in a North-South split which has 
shown considerable durability. Under what conditions is such a lasting 
split likely to emerge? 

In the first place, it must be noted that the initial advance of the 
North, instead of spilling over to the South, may affect it adversely. 
If the North industrializes, some Southern handicraft industries may 
become depressed as a result of competition, and real incomes in the 
South may also fall as Northern manufactures, produced behind newly 
erected tariff walls, replace similar goods previously imported from 
abroad at lower prices. Moreover, the economic expansion of the North 
may attract only the more enterprising young men from the South as 
well as whatever capital is generated there. 

Nevertheless, if the North specializes in manufactures and relies on 
the South for primary products, this sequence cannot continue for 
long. In view of the low supply-elasticity characteristic of the South, 
the increasing demand for foodstuffs and materials in the developing 
North will turn the terms of trade sharply against the latter.’ In this 
way, either the advance of the North is going to be halted by rising 
labor and material costs, or the South is eventually going to be spurred 

* This situation has been fully analyzed by H. G. Johnson for the case in which a devel- 
oping industrial country trades with a stagnant agricultural country; see his “Economic 
Expansion and International Trade,’ Manchester School Econ. Soc. Stud., May 1955, 


XXIII, 96-101. Cf. also W. A. Lewis, “Economic Development with Unlimited Supplies 
of Labour,” Manchester School, May 1954, XXII, 173. 
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into becoming an efficient producer—in both cases, the gap between the 
two regions is likely to be narrowed or closed. 

But what if the North possesses within itself a large and productive 
agricultural area or is able, as a result of expanding exports, to supply 
its needs in primary products from abroad? Under such circumstances, 
it is easy to see that the South could indeed remain in the backwater 
of subsistence agriculture, almost entirely cut off from any beneficial 
effects of economic progress in the North while it would remain ex- 
posed to the already noted adverse effect of factor mobility on its own 
manpower and capital resources. 

Under these conditions—which are or were fairly typical of such 
backward regions as Brazil’s Nordeste, Colombia’s Oriente, and Italy’s 
Mezzogiorno—the split of the country into a progressive and a de- 
pressed area could persist for a long time. Economic, as distinct from 
the already noted political, pressures to remedy the situation will arise 
only at a relatively late stage, usually when the expansion of Northern 
industries begins to be seriously hampered by the insufficient size of 
the home market or when balance-of-payments difficulties make the 
country realize that it would save foreign exchange by an improved 
use of Southern resources. Whenever such economic arguments can be 
combined with the already noted political forces working in the same 
direction, a determined effort to pull the South out of its stagnation is 
likely to be made. 

The preceding analysis gives us a hint as to the kind of investment 
which is likely to yield the best results in the South. With the con- 
siderable advance of the North in manufacturing, the best chance for 
the South to break into the pattern of self-sufficient growth of the 
North lies probably in a major effort to improve its agriculture so as 
to become a supplier of agricultural raw materials and foodstuffs for 
the North. Agricultural resettlement, irrigation and drainage schemes, 
and the establishment of extension services are likely to be of particu- 
lar importance in this endeavor to move away from subsistence agri- 
culture. Other investments in North-South integration, e.g., in edu- 
cation and in essential transportation links, are also likely to be highly 
beneficial. 

On the other hand, large-scale investment in social overhead capital 
such as electric-power facilities, modern highway networks, and urban 
redevelopment may be ineffective in promoting economic growth in the 
South. Such investments should by all means be undertaken when there 
exists a reasonable degree of confidence that entrepreneurial initiative 
will manifest itself as soon as the resulting facilities become available. 
But in view of the long stagnation of the South, such confidence can 
hardly be justified. When development is not actually underway large- 
scale investments in overhead facilities are essentially equivalent to the 
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use of monetary policy in a depression: the availability of power and 
transportation facilities is of a purely permissive nature but it cannot by 
itself set development in motion, just as the availability of excess re- 
serves at low interest rates to prospective borrowers does not of itself 
insure economic expansion at the bottom of a depression. The nature 
of public works spending in a stagnating underdeveloped area is thus 
fundamentally different from its role during a depression in an indus- 
trial country. The equivalent of the latter in an underdeveloped country 
is agricultural development or the outright establishment of state- 
owned industries, provided of course that their technical and economic 
feasibility has been studied and provision is made to administer them 
with some competence. In this sense, the Paz de Rio steel mill in Co- 
lombia’s backward Oriente will probably turn out to be, in spite of 
initial difficulties and setbacks, an effective development move com- 
pared with any program to provide such an area with plentiful public 
utilities whose capacity might go begging for years. 


III. Economic Consequences of “Dualism” for Industrial Development 


The North-South split is uothing but a special aspect of the often 
noted “dual” character of underdeveloped countries where the hyper- 
modern exists side by side with the traditional, not only in techniques 
of production and distribution, but also in attitudes and in ways of 


living and of doing business. 

Probably one of the principal economic characteristics of these 
countries and more generally of any country where industrial develop- 
ment is incipient and spotty, is the existence of two distinct wage 
levels, one applicable to the industrial sector and the other to the non- 
industrial and preindustrial sectors which comprise most of trade and 
other services (except banks and insurance companies) as well as 
handicraft and small-scale industry. 

With mobility far from perfect, the dual wage level reflects different 
marginal productivities of labor in the modern and preindustrial sectors 
of the economy, but it is also explained by social security and mini- 
mum wage legislation which is usually enforced and enforceable only 
in the larger industrial units, by the high cost of living (particularly 
of housing) in the growing industrial cities, and by persistent prefer 
ences for the traditional and more independent pursuits in agriculture, 
small trade and small industry. 

While labor is cheaper in the underdeveloped sector of the economy, 
capital is typically more expensive, also for a variety of reasons: access 
to the banks is difficult and interest charges are much higher, ma- 
chinery, equipment and tools are bought at retail rather than imported 
directly from the foreign manufacturer at important savings, etc. 

To illustrate what happens to industrial development in countries 
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under these conditions, a familiar diagrammatic technique may be em- 
ployed.” The terms “North” and “South” will now not necessarily re- 
fer to geographically distinct areas, but to the industrial and preindus- 
trial sectors of the economy which may be, and in fact often are, 
closely intermingled. 

In Figure 1 the ordinate measures capital and the abscissa physical 
units of labor input. We assume two distinct wage and capital cost- 
levels and therefore the expenditures corresponding to identical labor 
and capital inputs differ from North to South. For the purpose of the 
argument, it is supposed that one homogenous good is to be produced 
and that two processes are available, the industrial one which is com- 


GA 


Labor 


Ficure 1 


paratively capital-intensive and necessarily uses “expensive” labor and 
“cheap” capital, with the expansion path OA, and the labor-intensive 
preindustrial process which uses “cheap” labor and “expensive” capi- 
tal and is shown by the expansion path OB. We shall now draw a con- 
stant-expenditure line for different combinations of labor and capital 
reflecting the dualistic situation we are describing. Let DC be such a 
line for the industrial process used in the North, and let labor in the 
North be twice as expensive as its Southern counterpart, while capital 
costs are, say, two-thirds of what they are in the South. Then we de- 
rive a corresponding constant-expenditure line FE for the preindustrial 

*For recent applications to related problems, cf. R. S. Eckaus, “Factor Proportions in 
Underdeveloped Areas,” Am. Econ. Rev., Sept. 1955, XLV, 539-65, and Yale Brozen, 
“Entrepreneurship and Technological Change,” in Economic Development—Principles and 


Patterns, H. F. Williamson and J. A. Buttrick, ed. (Englewood Cliffs, N.J., 1954), pp 
236-41 
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process by making CE equal to OC and OR equal to twice the length 
of RD. 

On these assumptions, any combination of labor and capital shown 
by points on lines DC and RE require the same expenditure, it being 
understood that line DC refers to Northern and line RE to Southern 
conditions. If the industrial process is used, it is possible to produce 
with this expenditure the quantity of output corresponding to OF and 
the same expenditure yields the output corresponding to OP in case the 
preindustrial process is used. Now, if production OF happens to be 
equal to production OP, in other words if the constant-product line is 
represented by GFPH/, it is a matter of indifference whether the com- 
modity in question is produced by the one or the other process. If on 
the other hand, the constant-product line going through F is correctly 
shown by GFP.H,, the preindustrial process is less expensive and will 
be adopted. On the other hand, if the constant product line is GFP2H», 
then the labor-intensive process is more expensive for the same output 
than the industrial process and the latter will be used. 

Of course, the neatness with which the diagram shows under what 
conditions the industrial process can or cannot compete with the pre- 
industrial one, is blurred in the real world. As the Southern wage is 
ordinarily implicit and as Southerners will take considerable squeezing 
of their earnings before they actually stop production, the potential 
investor in modern industrial processes is not confronted with a point 
such as P against which he must successfully compete, but with a 
range of such points along the OB line. He must therefore be sure that 
he can out-compete the South not only on the basis of present prices, 
but even on the basis of prices that may be considerably lower. 

Under such conditions, the industrial processes that have least to 
fear from the competition of the South are those which are entirely 
outside the technological and capital capabilities of the local handi- 
craft and small workshop industries. These are the processes charac- 
teristic, for instance, of chemicals, petroleum refining, basic iron and 
steel, cement, pulp and paper, but also of many “modern” consumer 
goods, from radios and light bulbs to toothpaste and aspirin. 

There is a second type of manufacturing that is liable to be intro- 
duced in countries characterized by dualism in the cost structure, 
namely industries turning out products similar to those of the prein- 
dustrial sector, but producing them with such superior efficiency and 
productivity that they are able to crush any competition from the old 
industries. The classical example here is, of course, the textile industry, 
particularly spinning. 

Finally, we come to the industries where dualism is vindicated. Here 
the appearance of modern industrial methods is seriously handicapped 
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by the possibility of competition from independent, small-scale pro- 
ducers. Examples that come to mind are the manufacture of furniture, 
shoes, apparel, bricks, ceramics, cigars (as opposed to cigarettes), 
baskets (holding back the development of modern forms of wrapping, 
bagging and packaging), as well as large parts of the food-processing 
and construction industries. Most services, in particular retailing, also 
are in this category. In truck and bus transportation, the dual wage 
situation and the relatively small size of the needed capital investment 
make for organization along traditional small-business lines in prefer- 
ence to modern large-scale operations, and consequently the service 
provided has a distinctly preindustrial flavor in spite of the modern 
equipment used, 

In all these sectors which jointly form a fairly substantial part of 
any economy, the advantages of modern industrial methods apparently 
are not decisive enough to overcome the traditional or small-scale way 
of doing things. The use of machinery is unable to offset the advan- 
tages of using Southern labor or would do so only at levels of out- 
put that are beyond the capacity of absorption of the economy. 

The phenomenon which we have described may be an aspect of the 
factor proportions problem that has been overlooked. Much attention 
has been given by economists—though not much yet by enginvers—to 
the question of adapting modern technology to countries where labor 
is cheap and plentiful and where the introduction of certain labor- 
saving (as opposed to capital-saving or product-improving ) innovations 
may not be justified. While the search for evidence of such adaptation 
apparently has been somewhat disappointing, it would be wrong to 
conclude that differences in factor endowments and costs relative to 
those of industrial countries are not exerting profound effects on the 
pattern of development in underdeveloped countries. But these differ-: 
ences are perhaps more importantly reflected in the outright absence 
of modern methods from a number of branches of commerce and in- 
dustry, than in the always difficult transformation of technical proc- 
esses in those branches into which modern industry is moving.” 

The absence of something is always a little hard to notice and this 
may explain why the one stressed here has not received the attention 
it deserves. Nevertheless, it is the partial character of industrial pene- 
tration into underdeveloped countries which is behind the pervasive 
impression of “dualism,” i.e., the feeling that the economic structure 
is a rather incongruous mixture of the new and the old—airplane and 

*See, however, David Granick, “Economic Development and Productivity Analysis 
The Case of Soviet Metalworking,” Quart. Jour. Econ., May 1957, LXXI, 205-33, for 


interesting evidence on the use of labor-intensive methods, principally in auxiliary opera 
tions such as materials handling, inspection and repair 
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mule, oil refinery and basket weaving, gleaming modern ofiice build- 
ings and unsanitary food markets, etc. Whether or not they are geo- 
graphically separate, these two sectors simply appear to coexist, each 
with its own standards of workmanship, efficiency, bargaining and 
human relations in general. 

It has recently been contended that underdeveloped countries should 
give priority in their investment programs to capital-intensive indus- 
tries with a highly advanced and complicated technology. By drawing 
on historical evidence, Getschenkron has eloquently argued that only 
by establishing such industries will a country be able to generate the 
momentum it needs to break the fetters of the past,'® while Galenson 
and Leibenstein have advocated this course on the ground that capital- 
intensive industries make for high profits and therefore for high rein- 
vestible savings."’ 

Whatever the intrinsic merits of these somewhat paradoxical views, 
they are perhaps not needed to explain and defend the preference for 
capital-intensive lines of production which many industrializing coun- 
tries have exhibited. Viewed in the light of our analysis, this preference 
can be justified on quite orthodox grounds even for a capital-poor and 
labor-rich economy. It would probably be wasteful for such an economy 
to invest its scarce capital resources in duplicating lines of production 
that are already being carried on, even though inefficiently. A better 
use for capital would almost certainly be in the establishment of new- 
product industries. But in such industries capital-output ratios are 
likely to be typically high whereas they tend to be comparatively low 
in industries that would produce goods and services similar to those 
turned out by existing small-scale operators. 

In other words, the most efficient use of capital in underdeveloped 
countries is not in capital-intensive industries qua capital-intensive; it 
is in industries that open new product horizons for the economy and 
these industries are likely to be more capital-intensive than others with 
which the country can dispense for the time being because the needs 
served by them are satisfied by existing handicraft and cottage indus- 
tries. Therefore, what looks like a puzzling preference for capital in- 
tensity on the part of capital-poor countries in effect turns out to be 
the incidental result of a perfectly commonsense way of husbanding 
capital. 

With respect to this pattern of industrialization, today’s underdevel- 


"This is their principal thesis as exposed in “Investment Criteria, Productivity, and 
Economic Development,” Quart. Jour. Econ., Aug. 1955, LXIX, 343-70 


Alexander Gerschenkron, “Economic Bacwardness in Historical Perspective,” in The 
Progress of Underdeveloped Areas, B. F. Hoselitz, ed. (Chicago, 1952), pp. 3-29 
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oped countries enjoy a definite advantage over nations where modern 
manufacturing first developed. In the latter nations, as is well known, 
the industrial revolution introduced fundamental technological inno- 
vations into iron, textile and pottery manufacturing, with immediate 
adverse impacts on the well-diversified handicraft and small-scale in- 
dustries that had previously supplied these products.* In today’s un- 
derdeveloped countries, on the other hand, industrial progress can 
concentrate on a wide range of useful and desirable products that are 
entirely new to the economy. As a result, the traditional handicraft 
and cottage industries are given a valuable respite which can be utilized 
to improve the efficiency of their operations and the quality of their 
output. 

It must be understood that if this opportunity is not taken advantage 
of, industrial methods will eventually infringe upon the handicraft 
sector. As the economy grows in size, industrial methods will reveal 
themselves superior to the preindustrial ones in more and more areas 
in spite of the dual-wage situation, But the absence of sharp competi- 
tion by modern industry during the first stages of development should 
make it possible to save a strong handicraft and small workshop tradi- 
tion where it exists. It is well known that small and inexpensive addi- 
tions of capital equipment, made available at easy credit terms, and 
combined with technical education and cooperative marketing, may 
considerably improve the performance of these industries.’* By provid- 
ing them with a new margin of protection against encroachment by big 
industry, successful efforts in this direction would also make it possible 
progressively to reduce the wage gap. Clearly, this is a more promising 
approach than the always futile attempt to freeze existing situations 
through legislative action. For many countries, this approach also 
seems wiser, and may be even more efficient in setting the stage for 
unified development than a policy of letting “nature take its course,” 
i.€., passive resignation to the squeeze of many old trades and skills 
which so unreasonably refuse to die. 

In conclusion: Dualism brings with it no doubt many social and psy- 
chological stresses, but it has some compensating advantages and repre- 
sents in a way an attempt by the economy of an underdeveloped coun- 
try to make the best of its resources during a transitional phase. While 
countries may be anxious to put this phase behind them, they ought to 
realize that in doing so they must not necessarily follow the path of 
those nations that industrialized in an earlier period. 

"Cf.,eg., J. L. and B. Hammond, The Rise of Modern Industry (London, 1937), Pt. II. 


“Cf. H. G. Aubrey, “Small Industry in Economic Development,” Joc. Research, Sept. 
1951, XVIII, 269-12. For encouraging evidence from Indonesia, see K. Nagaraja Rao, 
“Small Scale Industry and Economic Development in Indonesia,” Econ. Develop. and 
Cult. Change, Jan. 1956, IV, 159-70 
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IV. Technology as an Aid to Management in the Modern Sector 


The preceding section has shown that the type of industrial develop- 
ment which takes place under conditions of dualism in today’s under- 
developed countries holds out special opportunities of survival for 
small-scale industry. At the same time this survival and staying-power 
of the older, labor-intensive production and distribution methods are 
likely to influence the organization of the modern sector in several 
ways. 

In a society where dualism prevails, operators in the modern sector 
will feel that they are manning an outpost where they are always in 
danger of being contaminated by the old and in many respects so much 
more pleasant ways of working and doing business. Examples of such 
contamination are frequent: the pasteurizing plant whose milk one is 
strongly recommended to boil thoroughly before drinking; the first- 
class hotel that three months after a triumphant opening, has become 
third-rate; the “supermarket” which slowly takes on again the familiar 
aspects of the much decried open-air affairs. To avoid such deteriora- 
tion, modern industry will often feel that it has to maintain a fighting 
position and is likely to consider any modification of advanced tech- 
nology in the labor-intensive direction as infiltration of the enemy. 

This attitude may spring from a correct instinct. The advisability 
of adopting more labor-intensive processes is usually evaluated on the 
assumption that work and quality standards will not deteriorate. But 
for a number of reasons, the validity of this assumption is highly 
doubtful in underdeveloped countries. 

The impact on labor efficiency of machine-paced as opposed to op- 
erator-paced operations first comes to mind here. It is certainly true 
that an untrained labor force is likely to perform incomparably better 
in machine-paced operations, not so much because of a tendency to- 
ward slacking when the machine does not compel the work, as because 
machine-paced operations provide for steadiness of pace and regular 
brief rest periods which the inexperienced self-paced worker has diffi- 
culty in observing.** 

In addition, modern machinery and equipment have a more subtle 
influence in inducing efficiency at all levels of labor and management. 
With better and more modern machinery, all personnel experience a 
feeling of obligation to live up to the performance of the equipment 
just as better highways induce improved driving habits and modern 

“Cf. U.S. Department of Labor, Hours of Work and Output, Bull. No. 917 (Washing- 
ton, 1947). This bulletin reports on the differential effect on workers’ productivity of in 
creases in daily work-hours during wartime. One of its conclusions is (p. 11): “Where the 
workpace is controlled by the machine, thus affording the operator some brief rest periods 


while waiting for the machine to perform its operation, the increase in output is more 
nearly proportional to the increase in hours [than in operator-paced operations].” 
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sanitary facilities better habits of personal cleanliness and hygiene. 

A closely related point is that the most modern, i.e., the most capi- 
tal-intensive, plants are at a considerable advantage in competing for 
that scarce article, namely the trained engineer and the skilled work- 
man, The poor workman always complains about his tools, as the say- 
ing goes; but, conversely, the poorly equipped factories are always 
the ones that complain about their workers, and probably with good 
reason. 

But the most important function of modern technology is as an aid 
to management in the performance of new, unfamiliar and perhaps 
somewhat uncongenial tasks. Cooperation in large organizations meets 
with special difficulties in underdeveloped countries.’* By predetermin- 
ing to a considerable extent what is to be done, where and at what 
point of time, the machines and the mechanical or chemical processes 
they perform reduce these difficulties immeasurably in comparison with 
a situation where work schedules depend exclusively on the converg- 
ence and coordination of many human wills and actions. The latter 
situation is characteristic of most administrative processes and this 
circumstance helps to explain why the performance of the political 
and administrative process is so defective in most underdeveloped 
countries, while achievements in large-scale manufacturing are often 
quite creditable. That industrial technology can be considered as an 


aid to management is also confirmed by the observation, frequently 
made in these countries, that efficiency is far higher in the plant- than 


16 


in the office-operations of industrial firms. 

The productivity effects of technology have been so spectacular that 
this efficiency-enhancing property has gone largely unnoticed. Ever 
since Adam Smith, it has been realized that the division of labor in- 
duces mechanical inventions. But the inverse relationship also deserves 
to be stressed. The technical processes carried out by machinery pro- 
vide factory operations with a basic structure and rhythm which in 
effect deal out functions and determine sequences. If it is correct, as 
Chester Barnard has said, that “processes of decision . . . are largely 
techniques for narrowing choice,”'’ then the use of modern technology 


“The nature of these difficulties will be discussed in a paper now in preparation 

"United Nations, Labor Productivity of the Cotton Textile Industry in Five Latin 
American Countries (New York, 1951), passim 

"C. I. Barnard, The Functions of the Executive (Cambridge, 1938), p. 14. Note also 
the following description of assembly problems in M. E. Salveson, “On a Quantitative 
Method in Production Plannin; and Scheduling,” Econometrica, Oct. 1952, XX, 562: 
“In an assembled commodity, if there are n component parts there will be theoretically n/ 
different sequences in which the parts can be assembled together. . . . In any real situation, 
it would be prohibitive to enumerate all of these different sequences and select the one 
which is optimum. . . . Instead an engineering type of analysis is used to select some one 
sequence of assembly according to which the assembly methods and tooling are laid out.” 
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in manufacturing is one of the most powerful of such techniques. 

The degree to which modern technology facilitates coordination, 
varies from one industry to another. In some industries, the technol- 
ogy consists of a basic process around which work falls into place al- 
most naturally; examples are smelting, petroleum refining, cement, 
brewing and many others. In other industries, such as construction 
and much of metal working, as well as in most service industries, not 
only is individual work largely operator- rather than machine-paced, 
but work in general is not patterned around one or several key techni- 
cal processes. As a result, sequences are far less rigidly compelled, it is 
impossible to identify any one process as central, and tasks are typi- 
cally defined in terms of their direct contribution to the achievement 
of the goal—the final product—rather than in terms of the roles per- 
formed in different phases of the production process. In these “prod- 
uct-centered” industries technology makes therefore much less of a 
contribution to the coordination of efforts unless it succeeds, by or- 
ganizing “flow,” in imitating the conditions prevailing in the “process- 
centered” industries. Thus, the efficiency-enhancing and coordination- 
promoting property of modern technology tends to be much more 
pronounced in process-centered than in product-centered industries.” 

It is possible to classify a plant (or industry) into one or the other 
category by asking the question whether it has a definite capacity.’ 
If a positive answer can be given, as is the case with a blast furnace, a 
refinery, or a brewery, we have a process-centered situation: with a 
certain equipment, it ought to be possible to produce so many tons or 
gallons per day. In the product-centered industries, on the other hand, 
it is not possible to make this kind of statement: there is no such thing 
as a set capacity of a construction firm or of a repair shop. This test 
illuminates another aspect of the manner in which technology in proc- 
ess-centered industries acts as an aid to management: the rated capa- 
city of the plant provides managers with a performance goal and an 
objective criterion of failure or success, provided demand is adequate. 
This is a very valuable mechanism in underdeveloped countries where 
competition is often not a sufficiently strong spur to good perform- 
ance.”° 

“In the product-centered industries, the well-known human drive to complete a task 
once it has been started, helps to some extent in stimulating work performances; but this 
effect is clearly much weaker than that deriving from technology in process-centered indus- 
tries. 

* This test was suggested to me by Alan S. Manne 


* In the paper cited in footnote 6, I pointed out that underdeveloped countries experience 
particular difficulties in insuring effective maintenance of equipment and machinery and 
that they therefore are likely to do comparatively well in industries or technologies where 
maintenance is virtually compelled by technical characteristics, as is the case when non- 
maintenance carries extremely stiff penalties. For example, the descending order of per- 
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We conclude that there are various ways in which capital enhances 
the efficiency of management and therefore of labor*’ and that this 
stimulating function of capital is of particular importance in under- 
developed countries where modern manufacturing is surrounded on all 
sides by a preindustrial society with its own work habits and without 
experience in coordinating and directing large-scale organization. 

That there exists a strong social need for this stimulating function 
is suggested by the fact that, in the absence of modern technology, it is 
frequently performed in cooperative work by other devices, such as 
singing.” A particularly striking example of the elaborate way in 
which the function is performed in a primitive society is given by Ray- 
mond Firth in his description of the role of ritual in canoe-building 
and net-making in Tikopia.** He shows in minute detail how “certain 
types of ritual make for conformity of the work to a time-schedule and 
so help to safeguard the task from miscalculation and inertia.” The 
ritual acts not only as a “unifying factor for the assembly of labor” 
and as a “general stimulus to the productive process,” but also as a 
specific guide in the course of this process since “the traditional se- 
quence of rites of necessity involves a corresponding sequence of tech- 
nical operations.”””* 

Finally, Firth shows that “with similar environmental, technical and 
social conditions, work of this kind [i.e., work involving cooperation in 


large-scale activities] is performed with less regularity, secures a 
smaller labor force and is integrated less effectively where it is not 
accompanied by such ritual.” His conclusion is that the extra degree 
of capital intensity implicit in the time-consuming performance of 
ritual is fully justified since without it output would substantially de- 
crease and deteriorate.” 

The parallel is complete with the special stimulating role which 


formance of air lines, railroads and highways in thesé countries seemed to be explainable 
by the decreasing degree of compulsion to maintain them that is characteristic of these 
three modes of transportation in the order cited. This point can now be seen to be a 
special illustration of the interaction between techniques and work performance which 
must be kept in mind in development planning 

"The close relationship between organizational and managerial skills on the one hand, 
and labor productivity on the other, has been shown by Frederick Harbison, “Entrepre 
neurial Organization as a Factor in Economic Development,” Quart. Jour. Econ., Aug 
1956, LXX, 364-79. 

™ Georges Friedmann, Industrial Society (Glencoe, 1955), pp. 157-59, and sources there 
cited. Cf. also C. J. Erasmus, “Cultural Structure and Process: The Occurrence and Dis- 
appearance of Reciprocal Farm Labor,” Southwestern Jour. of Anthropology, Winter 1956, 
XII, 452. 

* Raymond Firth, Primitive Polynesian Economy (London, 1939) 

* Ibid., pp. 183, 179, 125 and 181 

* Thid., pp. 182-84 
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modern technology performs and which because of difficulties in co- 
operation and the inexperience in management is particularly needed 
in underdeveloped countries. Here also some additional capital in- 
tensity may sometimes be well worth while if it “safeguards the task 
from miscalculation and inertia” and prevents decay. 

It may well be therefore that production functions are not the same 
for developed and underdeveloped countries even though the under- 
lying technological possibilities are identical. The marginal rate of 
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substitution of labor for capital is larger in underdeveloped countries 
as, with the loss in managerial and labor efficiency consequent upon 
the adoption of less capital-intensive methods, more labor is needed 
than in developed countries to make up for a given decrease in capital, 

Using again the usual diagram, with labor and capital measured 
respectively along the abscissa and the ordinate, the constant-product 
curves for a given output of any good may be expected to coincide for 
industrial and underdeveloped countries only along their most capital- 
intensive segments. Thereafter the curves will follow different paths, 
with the isoquant of the underdeveloped country—curve AB in Figure 
2--lying somewhat to the right of the isoquant AC that applies in the 
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industrial country. Only the latter is a genuine technical possibilities 
curve, 

With this situation, it becomes immediately evident that identical 
relative factor prices in both countries should result in the adoption of 
more capital-intensive processes in the underdeveloped country than 
in the industrial one.” This is shown by comparing the points of tan- 
gency P, and P: of the two parallel lines DE and FG. Conversely and 
more realistically, if we assume that relative factor prices are less 
favorable to labor in the underdeveloped country, this does not neces- 
sarily mean that it should adopt less capital-intensive techniques than 
the industrial country. For instance, line /N reflects a higher ratio of 
labor costs to capital costs than line DE and yet, at their points of 
tangency P; and P; with the isoquants to which they belong, both 
ratios result in the same capital requirements. 

Care should be taken not to read more into the preceding argument 
than it can bear. As stated at the outset, it applies only to the problem 
of appropriate factor proportions within the industrialized sector of the 
economy, not to the division between the industrial and preindustrial 
sectors, which was considered in Section III. 

Secondly, with the low wage rates prevailing in some underdeveloped 
countries there remains the possibility that the limited choices which 
modern technology has to offer, are all too capital-intensive, even after 
taking into account the factors here discussed. 

Thirdly, the argument has stressed above all the role of modern 
technology in determining the key production processes and in pro- 
viding management with a guide to the basic breakdown of functions 
and sequences. There remains much room for labor-intensive opera- 
tions on the periphery once they are fitted into the requirements of the 
central process. This applies, for instance, to materials-handling and 
internal transportation where, according to most observers, the varia- 
bility in capital intensity from one country to another is greatest.*’ 

Thus, our findings strengthen only moderately the case of the “capi- 
tal-intensivists” in the current controversy about appropriate factor 
proportions in underdeveloped countries. Any practical usefulness our 
analysis can claim may rather lie in the investment criterion it con- 
tains. For if it is correct, then industrial planners in underdeveloped 
countries should see to it that the industries and techniques that are 
introduced are preferably those that induce minimum standards of 
performance on the part of labor and management. To disregard this 


™ Capital intensity is here understood to be measured by the capital-output, rather than 
by the capital-labor, ratio 

"Cf. Granick, op. cit., and Seymour Melman, Dynamic Factors in Industrial Produc- 
tivity (New York, 1956), Ch. TIT 
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criterion might not result so much in additional labor requirements to 
make up for the loss of efficiency (this might rather be considered an 
advantage by the planner concerned with underemployment) as in 
speedy deterioration in the quality of output. Such deterioration could 
have a seriously demoralizing influence on the whole industrialization 
program. 

There will of course be industries which do not rate highly from the 
point of view of our criterion, but whose establishment is nevertheless 
necessary or desirable on balance for a number of other reasons; re- 
pair facilities for machinery and vehicles are an example. It will never- 
theless be useful to be aware of the special handicaps under which firms 
engaging in such activities are likely to operate, so that their manage- 
ment, personnel, and techniques may be selected with the appropriate 
safeguards. 

Naturally, before any such practical applications, an empirical veri- 
fication of our hypothesis should be undertaken. This might not be too 
difficult. If we are correct, labor productivity differentials between an 
underdeveloped and an industrial country should be much larger in 
certain industries (¢.¢., metal fabricating) than in certain others (¢.g., 
cement) even when essentially similar techniques are used in both 
countries.”* 

Concludine Comments 


This article has focused on a phenomenon that occurs constantly in 
the process of economic growth, namely the uneven course of progress 
of different industries and geographical areas within a country. It has 
been shown that the resulting split of a developing nation into advanced 
and traditional sectors may be of considerable width and duration and 
that this split may in turn affect the nature and direction of subse- 
quent development. Tentative suggestions have been derived from the 
analysis for economic development policy in such matters as public 


*It occurs to me that Leontief’s celebrated findings about the comparatively high labor 
content of U. S. exports could he considered corroborative evidence (see his “Factor Pro- 
portions and the Structure of American Trade: Further Theoretical and Empirical Analy- 
sis,” Rev. Foon. Stat., Nov. 1956, XXXVIIT, 386-407, and literature there cited). Con- 
versely, Section TV of this paper provides an explanation of Leontief’s statistics, related 
to the one he has proposed himself. I have suggested that it may be easier for under- 
developed countries to anproach the efficiency standards of the advanced industrial 
nations in canital-intensive. process-centered, than in labor-intensive, product-centered 
industries. Therefore, as worldwide industrialization progresses, the comparative advantage 
of the advanced industrial countries may come to lie increasinely with certain tvpes of 
labor-intensive goods and services. This can best be illustrated by a fanciful hypothesis 
Tet us imagine that certain labor-intensive services such as maintenance of roads, buildings 
and machinery, or the issuing of official permits, or the handling of personne! relations, 
could become objects of international trade at moderate transport costs. I have no doubt 
that in this eventuality the older industrial nations would specialize in the export of these 
services, quite possibly importing steel and cement in exchange 
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investment in an underdeveloped country’s own backward area, the 
role of small industry, and the type of technology appropriate for the 
modern sector of the economy. 

Only passing mention was made of the social and political conse- 
quences of uneven development. However, serious dangers for a coun- 
try’s peaceful and democratic evolution are implicit in the numerous 
conflicts that are certain to arise from the cleavage between “North” 
and “South” and from the prolonged coexistence of modern industry 
with many traditional forms of production and distribution. On this 
score also, some value may attach to a more intimate understanding 
of the nature of these conflicts, of their probable course and possible 
resolution. 
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INFLATION IN UNDERDEVELOPED AREAS: 
A THEORETICAL ANALYSIS 


By Sayre P. Scuatz* 


Inflation is likely to plague the backward economy that attempts to 
develop. It occurs because economic development requires a level of 
capital formation that is difficult for most underdeveloped countries to 
finance by ordinary means. Investment undertaken by both private 
businessmen and government constitutes a demand for domestic out- 
put and/or resources. Even imports of capital goods involve an in- 
direct demand for domestic resources to the extent that the imports 
are paid for with export proceeds rather than with funds from foreign 
loans or grants. 

If inflation is to be avoided the economy must be willing to limit its 
consumption spending to the level of output that will remain after the 
investment demands are satisfied. Aside from foreign loans or grants, 
tax receipts plus voluntary private saving (7.e., saving forthcoming at 
the ordinary distribution of income) must at least match government 


expenditures plus private investment. However, in the underdeveloped 
nation saving is usually meager and the government generally finds it 
difficult to collect sufficient funds to finance its activities. Consequently 
voluntary saving and tax proceeds are likely to be insufficient to pre- 
vent a rise in the price level. Inflation performs the task of supple- 


menting voluntary saving with “forced saving’’; it does so by reducing 
the real incomes, and hence consumption, of the less fortunate eco- 
nomic subjects. 

Before presenting an exposition of certain distinctive characteristics 
of inflation in underdeveloped economies, thereby increasing the num- 
ber of apparently divergent analyses of inflation, it may be useful to 
indicate what practically all analyses of the phenomenon have in com- 
mon. A perusal of the literature reveals what appears to be a confusing 
variety of theoretical approaches. Besides the quantity-of-money ap- 
proach there are two major branches of what may be called the supply- 
and-demand theory of inflation, in which changes in the price level are 
regarded as reflections of underlying alterations in the relation be- 


* The author is assistant professor of economics at Hofstra College. He wishes to thank 
Adolph Lowe and Hans Neisser of the New School for Social Research for their valuable 
advice and criticism 
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tween aggregate demand and aggregate supply. One of these is the 
Swedish branch, which distinguishes the factor and goods markets 
(each being regarded as of equal importance) and which assumes that 
inflation can arise in either of these markets.’ The other is the Anglo- 
American branch, sired by Keynes,? which considers primarily the 
commodity market, the factor market entering the analysis only as a 
link in the chain of causation. Each of these approaches appears to 
have given rise to a welter of conflicting theories. There are a number 
of mathematical models that seem to contradict one another; in addi- 
tion, there are innumerable more or less divergent literary expositions 
of inflation.* However, these apparently divergent explanations are 
merely descriptions of different paths that inflation may follow; under- 
lying them all is the same general theory of the cause of inflation, its 
effect on income distribution, and the circumstances necessary to termi- 
nate inflation. This general theory can be distilled from the various 
presentations and stated simply and briefly. 

Inflation occurs when the members of the economy among them try 
to acquire more output or resources than the economy can make avail- 
able at a given time. In the consequent bidding for output or resources 
an upward spiral of commodity and resource prices ensues, each twist 
of the spiral having the same general cause, 7.¢., the attempt to acquire 
more output or resources than the economy can supply. If the relative 
strength of the contending economic classes is not equal in the infla- 
tionary situation, the price rise will augment the real incomes of the 
stronger class(es) at the expense of the weaker. 

The inflation will come to an end if the disparity between the de- 
mands for commodities and/or resources and the supplies is eliminated. 
Most analyses of inflation (particularly the rigorous ones) assume that 
output and resources are fixed in quantity. Given this assumption, and 
in the absence of credit curbs, price controls, or other circumstances 
exogenous to the spiral, the inflationary process will cease only if and 
when the process of inflation itself has decreased the real incomes and 
hence the real consumption plans of one or more groups of economic 
subjects, and/or has so thwarted the real resource-acquiring plans that 
these have been reduced, the total reduction being such that the mem- 


"See e¢., B. Hansen, A Study in the Theory of Inflation (London, 19*1) 

*T. M. Keynes, General Theory of Employment, Interest and Money (New York, 1936), 
pp. 301 et seq., and How to Pay for the War (New York, 1940), pn. 61-67. 

*One of the leading writers on the subject of inflation remarks: “The literature on the 
subject is now so extensive that only the specialist can hope to have more than a nodding 
acquaintance with it. Furthermore, it is not always apparent whether the constructions of 
those eight or nine authors who have provided rigorously formulated models are comple- 
mentary or competitive.” R. Turvey, “Some Aspects of the Theory of Inflation in a Closed 
Economy,” Econ. Jour., Sept. 1951, LXT, $31. 
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bers of the economy among them are no longer trying to acquire more 
output or resources than the economy can make available at that time. 
However if, as we believe is more appropriate for an analysis of a less 
developed economy, we dispense with the assumed constancy of re- 
sources and output, then the inflation can also be halted by means of 
an increase in the quantity of resources and/or production sufficient to 
close the gap between the demand for resources and/or goods and the 
supply.‘ 

The present study is differentiated from other rigorous analyses of 
inflation’ chiefly by its incorporation of the effects of resource flows 
into and consequent production increases in the monetary sector of the 
underdeveloped economy. Heretofore, the influences of output changes 
on inflation have been discussed only in rather general terms.* Other 
parameters that seem appropriate for a less developed country are also 
adopted. 


I. The Dual Economy Model of an Underdeveloped Nation 


In most underdeveloped nations one can see a more or less distinct 
division into a market sphere and a subsistence sphere.’ This distin- 


*A single integrated statement of the theory of inflation has also been presented by 
Turvey. His formulation, which is meant to state the general cause of inflation, is that 
“inflation is the process resulting from competition in attempting to maintain total real 
income, total real expenditure, and/or total real output at a level which has become physi 

cally impossible” (ibid., pp. 534-35). 

* See, e.g., R. Turvey, op. cit., and “Period Analysis and Inflation,” Economica, Aug 
1949, XIV, 218-27; J. Duesenberry, “The Mechanics of Inflation,” Rev. Econ. Stat., May 
1950, XXXII, 144-49; J. J. Polak, “On the Theory of Price Control,” Rev. Econ. Stat., 
Feb. 1945, XXVII, 10-16; A. Smithies, “The Behavior of Money National Income under 
Inflationary Conditions,” Quart. Jour. Econ., Nov. 1942, LVII, 113-28; T. Koopmans, 
“The Dynamics of Inflation,’ Rev. Econ. Stat., May 1942, XXIV, 53-65. These studies 
do not analyze the effects of changes in output. B. Hansen, of. cil., presents a rigorous 
analysis of inflation which incorporates changes in productivity, but he arrives at com 
pletely indetinite results in such a case: inflationary pressure may increase, .decrease, 
remain the same, or the change may be such that one cannot say what has happened to 
inflationary pressure 

*In an interesting article which will be discussed in Section I], W. A. Lewis examines in 
a general way the effects on inflation in an underdeveloped economy of the use of dis 
guised unemployed resources. (“Economic Development with Unlimited Supplies of 
Labor,” Manchester School Econ. Soc. Stud., May 1954, XXII, 139-91.) See also J. S 
Duesenberry, “Economic Growth in the United States—Discussion,” Am. Econ. Rev., 
Proceedings, May 1952, XLII, 558-66 

"Speaking of this division of the national economy into two sectors in Asia, the authors 
of the United Nations’ Economic Bulletin for Asia and the Far East (first quarter, 1951, 
p. 20) write: “It is not a differentiation merely between two sectors of an integrated 
economy, as would be the case if a similar distinction were made in the West. It is a dis- 
tinction between two different economies, with limited points of contact between them.” 
The dual nature of underdeveloped countries has been discussed from an economic point 
of view by J. H. Boeke, Economics and Economic Policy of Dual Societies (New York, 
1953). Descriptions of the duality of most economically underdeveloped areas abound. See 
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guishing structural characteristic of the less developed area calls for 
a theoretical model which is different from the existing models of ad- 
vanced economies. The economy of our hypothetical underdeveloped 
nation is conceived of as divided into two distinct sectors or economies, 
the market sector and the subsistence sector. These two sectors are 
abstractions corresponding in only a very rough way to the two real 
and contrasting social systems (Western-oriented and indigenous) 
found in most underdeveloped countries. Our division is based upon a 
functional distinction (the use or nonuse of a modern monetary sys- 
tem) rather than a spatial or cultural one. The market economy uses 
a modern monetary system and it encompasses all factors of produc- 
tion (regardless of geographical location or cultural environment) 
whose services or output are sold for market-sector money. The sub- 
sistence economy includes only that portion of the economic activity 
of the indigenous inhabitants which is for self-consumption or for 
limited exchange within the indigenous social sphere. While there are 
what Boeke calls “village markets” and “village money” in the sub- 
sistence sector, we may legitimately assume that these have no appreci- 
able contact with the market sector. 

Productive factors but not products can flow from one sector to the 
other. For example, in all underdeveloped economies the peasantry 
commonly sells primary products to the towns and cities. In our analy- 
sis such transactions are not conceived of as flows of products from the 
subsistence to the monetary sphere. Rather, if a peasant should be- 
gin to market some of his crop, by this act he is transferring some of 
his resources (his labor-power, land and implements) into the market 
sector. To the degree that the peasant still engages in self-contained 
economic activity, to that degree he also remains in the subsistence 
sector. Similarly, the persons who may sell their labor to a plantation 
or factory for part of the year and then return to the self-supporting 
life of the village would be considered partially in each sphere.* 
eg. the descriptions of Latin America, the Middle East, and Asia and the Far East in 
United Nations, Preliminary Report on the World Social Situation (New York, 1952), 
Ch. 10, 11, 12 respectively, and of Africa in United Nations, Enlargement of the Exchange 
Economy in Tropical Africa (New York, 1954), pp. 1-4 

*The reason that the entrance of the indigenous producer into market relationships is 
considered a transfer of resources rather than a sale of goods or services lies in the nature 
of the flow. It is not merely a market-induced phenomenon; it is to a significant extent a 
socially induced change in the producer’s way of life. While the root cause may be eco- 
nomic, the flow occurs in response to massive sociological as well as economic changes 
disturbing and transforming the underdeveloped nation. Because a movement of resources 
from one sphere to another is more readily recognized as a sociological phenomenon—only 
partially market-induced—-while a sale of goods or services is ordinarily viewed as a 
purely market phenomenon, it seems useful to view the subsistence economy contribution 
to the market economy as a transfer of productive resources 

A more complete discussion of the present dual economy model can be found in my 
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The dual economy model is important for our analysis of inflation 
because it enables us to assume that there may occur a flow of re- 
sources from the subsistence to the market sector which would have a 
moderating effect on the underdeveloped economy’s inflation. 

We shall analyze three inflationary cases. In the first, we assume 
there is no entry of resources into the market economy from the sub- 
sistence economy; in the second we postulate a limited entry of re- 
sources into the market sector; both of these cases also assume that 
productivity remains constant. The third case postulates increasing 
productivity but no entry of resources from the subsistence sphere. 

In the period analysis which follows, we begin all cases from a sta- 
tionary equilibrium. The length of the period is the required produc- 
tion time for consumer goods. Thus, production of consumer goods 
takes one period and is completed by the end of the period in which 
the inputs are received. Income is received at the end of the period in 
which income-earning inputs are employed and is disposed of (or al- 
ternatively, determines spending) in the period after it is received. 
Output is sold to and received by the purchasers in the period after it 
has been produced. Periods are indicated by subscripts, the subscript ¢ 
indicating the general period ¢; the subscript 0 indicates the base 
period. 

The mode of price interpretation underlying our models is the class- 
ical one: in each period that price is established which equates quanti- 
ties supplied and demanded. Excess demands or supplies cannot exist, 
but actual prices can differ from intended or expected prices." 

Our other assumptions can best be represented symbolically; the 
following symbols are used: 

Y national income; 

Y(W) ~ workers’ income, and includes only income received in 

compensation for labor input; 

V(E) income of the entrepreneurial class, and this comprises all 

income other than labor income; 

C(W) = workers’ expenditures on consumer goods; 

C(E) = entrepreneurial spending for consumer goods; 

I net investment; 
article, “A Dual Economy Model of an Underdeveloped Country,” Soc. Research, Winter 
1956, XX XIII, 419-32, and in my unpublished doctoral dissertation, Inflation and Eco 


nomic Development: A Theoretical Analysis, New School for Social Research, 1955. 


* This is the “equilibrium method” as opposed to the “disequilibrium method” which 
assumes that sellers fix their prices at the beginning of each period and maintain them even 
if inadequate or excess demand appears. See, e.g., E. Lindahl, Studies in the Theory of 
Money and Capital (London, 1939), pp. 60-69; W. J. Baumol, Economic Dynamics: An 
Introduction (New York, 1951), pp. 126-30; Hansen, op. cit., pp. 25-35. 
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the proportion of net input, valued at equilibrium prices, 
consisting of labor; w is therefore also the proportion of 
equilibrium national income going to the workers. 


The monetary magnitudes are always expressed in current prices. 
We can now explain our other general assumptions. Total national 
income is divided between wages and entrepreneurial income, 


(1) ¥e= + 
Workers spend all of their income after a lag of one period, 
(2) C(W). Y(W). 1- 


The assumption that workers have an average and marginal propensity 
to consume of 1 seems plausible for an underdeveloped country, but 
it would be equally possible, without materially affecting any of the 
results, to use a marginal propensity to consume out of wages smaller 
than unity. We assume further that the entrepreneurs spend their 
entire equilibrium income (as is necessary in a stationary state) but 
that their marginal propensity to consume out of additions to money 
income is gq < 1. Hence entrepreneurial consumption is: 


(3) CCE), 4 V(E)o|. 


If the price level rises, the economic subjects try to augment their 
money incomes. We assume that the working class as a whole does not 
have the economic power to increase wage rates pari passu with the 
price level. All available evidence indicates that although some workers 
in underdeveloped economies—-usually skilled workers in inflation- 
favored industries—-do increase wage rates at least in full proportion 
to rises in the price level, most workers are unable to do so.’’ Thus, 
as the price level rises above the base-period level, we assume that 
base-period wage rates increase by the proportion x (where 0 < x < 1) 
of the increase in the price level. For example, if x (which we call the 
wage-increase coefiicient) should equal 1 and if prices should rise to, 
say, 30 per cent above the equilibrium level, wage rates would rise to 
15 per cent above the equilibrium wage. 

So that we may postulate a “pure” 


inflation, nonrestrictive mone- 
tary conditions are postulated, i.c., spending plans are not modified 
because of inability to secure funds to finance them. 

In all of our cases we assume that inflation is initiated by the 
appearance of a demand for capital goods sufficient ultimately to 
bring about the following “target production” of capital goods: 


(4) target production of capital goods = 2¥o, 


” See, ¢g., E. M. Bernstein and I. G. Patel, “Inflation in Relation to Economic Develop- 
ment,” Internat. Mon. Fund Staff Papers, Nov. 1952, II, 369-70, and A. R. Prest, War 
Economics of Primary Producing Countries (Cambridge, 1948), p. 296 
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where 0 < z < 1 and where FY» represents the real national income 
before inflation begins. However, since we are analyzing an under- 
developed economy which is just stirring out of a stationary torpor, we 
assume that real investment demand grows gradually.'' We postulate 
an increase in investment demand sufficient to bring about the fol- 
lowing pattern of capital-goods production: it begins in period 1; the 
target level is approached in equal steps; and target production is 
achieved only after T periods, i.e., in period ¢ = 7. Thus, until ¢ = T, 
production of capital goods (K) in any period is: 
tz 

We assume that this increase in the rate of investment goods produc- 
tion is achieved with the minimum possible decrease in the output 
of other goods and with no waste or unnecessary delay. 

Finally, we assume that resources available for market economy 
production are perfectly mobile in response to demand, so that the 
composition of production is congruent with the composition of de- 
mand. 


(5) 


II. The No-Entry and Limited-Entry Cases 


In a two-sector economy such as we have postulated we can con- 
ceive of a spectrum of possibilities with respect to the entry of re- 
sources from the subsistence sector into the market sector. At one pole 
is a free-entry case in which all resources demanded in the market 
economy enter freely from the subsistence economy. In such a case 
there would be no inflation, and we will not analyze this possibility 
any further. At the opposite pole is a no-entry case in which we 
assume that no resources enter the market sphere from the subsistence 
sphere. The production of capital goods could increase in such a case 
only at the expense of a corresponding fall in the output of consumer 
goods, and inflation would be inevitable. Lying between these poles is 
a variety of limited-entry possibilities, in which some resources enter 
the market sector but not to an extent necessary to prevent inflation. 
The limited-entry case is the general one which covers various possible 
degrees of entry. The free-entry and no-entry cases represent its upper 
and lower limits. In this section we will analyze the no-entry and the 
limited-entry cases. There will be a specified degree of entry in the 
latter case, but it will serve to illustrate the general characteristics of 
any limited-entry case.’* 

"This gradual increase in capital coods production is more in line with the capabilities 


of an underdeveloped economy than the sudden rise to the target level which is postulated 
in all other rigorous analyses of inflation with which the writer is familiar. 

" Because of its sociological rather than purely market orientation the rate of resource 
entry is deemed to be exogenously determined. The justification for this assumption was 
discussed in footnote 8. 
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In the no-entry case, productivity and the quantity of resources in 
the market economy remain constant, and therefore total output 
remains stationary. However, in the limited-entry case we assume that 
resources enter the market economy at a rate just sufficient to raise 


aggregate production (P) per period by = Y, so that 


lz 
(6) P,= (1 + 4 Yo. 


This increase is equal to the postulated per-period increment in the 
output of capital goods.'* Such an increase in total product is just 
enough to prevent the rise in the output of investment goods during 
the first phase of the process from requiring any contraction in con- 
sumer goods production. After period 7, the periodic increment in total 
product is devoted to increasing the output of consumer goods, while 
capital goods production remains at its target level. 

It has already been pointed out that inflation will occur in the 
no-entry case and we will see that, despite the increase in production, 
inflation is also inevitable in the limited-entry case. 


A. First Phase: Until t = T 


Inflation is initiated in the first phase by the postulated investment 
expenditure in both the no-entry and the limited-entry cases. As a 
matter of fact the first-phase inflations in both cases are accelerating.” 

Even a single maintained increase in investment would set an infla- 
tionary spiral in motion. Such a spiral would work itself out as follows 
in the no-entry case: the initial appearance of investment causes an 
increase in the price level; the higher price level stimulates a rise in 
money wages although real wages fall; corresponding to the fall in 
real wages is a rise in real and money income of the entrepreneurs; 
real income thus shifts to those who save the fraction 1-q of the incre- 
ments in their incomes. The labor and entrepreneurial incomes, above 
the amount saved, are then spent, inaugurating another twist in the 
inflationary spiral. However, since real income shifts to the sa the 
inflationary spiral does not continue with the same force, and an 
equilibrium might be approached. 

"While the postulated degree of resource entry could be different from the incremental 
rate of first-phase investment, such an assumption would complicate the analysis without 
adding anything of significance. The first phase analysis is only meant to be suggestive in 
any case. Since the more important second phase does not involve any continuing increase 
in investment, the magnitude of the exogenously determined rate of resource entry makes 
no analytical difference 

“The difference equations exactly depicting the first-phase inflation are derived in the 
Appendix, Section I. 
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Although equilibrium might be reached in the no-entry case after a 
single maintained increase in real investment demand, no equilibrium 
could be reached during the first phase of inflation because each suc- 
cessive period brings an additional inflationary impulse in the form of 
a further rise in real investment demand and a decrease in consumer 
goods output. Each impulse initiates a new inflationary spiral like the 
one just described, and each new spiral is superimposed upon all the 
previous inflationary spirals simultaneously working themselves out. 

In the limited-entry case, the newly inducted resources which enable 
the economy to increase capital-goods output without decreasing con- 
sumer-goods production earn incomes which they largely spend for 
consumer goods. This raises aggregate consumption expenditures for a 
constant quantity of consumer goods and thereby initiates an infla- 
tionary spiral similar to but not as pronounced as the spiral in the no- 
entry case. Continuing and accelerating inflation is inevitable because 
the entry of resources in each period is associated with a new infla- 
tionary impulse (in the form of consumption spending by the new 
resources) which adds its impetus to all of the previous impulses. 


B. Second Phase: After t = T 
After the production of capital goods attains its target level in 
period ¢ = T, the real demand for and output of capital goods stops 


increasing. The economy is therefore relieved of the necessity of digest- 
ing a new inflationary impulse in each period and the inflation becomes 
more moderate. In the second phase the economy needs merely to 
adjust to the already achieved target rate of output of capital goods. 

The price-wage spiral carries over from the earlier phase. However, 
the inflation may be decelerating and equilibrium may eventually be 
attained if there is a sufficient shift to entrepreneurial income with a 
consequent increase in saving. This depends upon the magnitudes of 
the parameters. In the limited-entry case, the second-phase processes 
are complicated by the continuing entry of income-receiving resources. 
However, the fact that the entering resources enable an expansion of 
consumer goods production tends to dampen the inflation. 

We first examine the no-entry case. Whether the milder inflation of 
the second phase is decelerating and approaches an equilibrium or is 
accelerating and explosive depends, it can be shown,”* upon the fol- 
lowing necessary and sufficient condition for stability: 


(7) wx + wr) 
of which a literary interpretation can be given. 


Since z is the proportion of national product consisting of capital 
goods, 1-z is the proportion of national product consisting of consumer 


* See the Appendix, Section ITI. 
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goods. wx represents the proportion of inflation-induced increments in 
income’* which become additional wages and which are then used to 
increase workers’ consumption spending. 1-wx represents the propor- 
tion of inflationary increases in income which becomes additional 
entrepreneurial revenue; q indicates the entrepreneurial marginal pro- 
pensity to consume; therefore q(l-wx) is the proportion of inflationary 
increases in national incorae used for additional entrepreneurial con- 
sumption. Putting all of this together, the necessary and sufficient con- 
dition for stability can be stated as follows: the proportion of 
inflation-induced increments in income which is used for additional 
consumption spending must be smaller than the share of national 
product devoted to current production of consumer goods. If we call 
the proportion of inflation-induced increments in money income de- 
voted to additional consumption expenditure the inflationary marginal 
propensity te consume, then the stability condition can be restated: 
the community’s inflationary marginal propensity to consume must be 
less than the proportion of the nation’s output devoted to the produc- 
tion of consumer goods.’’ When this condition holds, the proportion of 
the national income devoted to the purchase of consumer goods de- 
creases in each succeeding period and approaches the proportion of 
national product consisting of consumer goods.” 

This exposition of the necessary and sufficient condition for achiev- 
ing price stability is more explicit than previous statements of stability 
conditions for inflation. Generally, it is said that explosive inflation 
will be avoided if there is a sufficient shift of income to the entrepre- 
neurs (who constitute the thriftiest class) so that ultimately voluntary 
saving increases to parity with investment.’” However, the present 
stability condition delineates the conditions necessary to bring about a 
sufficient income redistribution. The inequality itself being more 
detailed and explicit than a verbal exposition, delineates not only the 
effects of a community’s inflationary marginal propensity to consume, 

“An inflation-induced increment in income is defined as an increase in money income 
resulting from inflation. This is to be distinguished from increments in money income aris 
ing from other causes 

" Since the only increments in money income in the no-entry case are due to inflation, both 
formulations of the stability condition for this case can be rendered more simply by 
omitting the adjectives “inflationary” and “inflation-induced.” 

“ Since the national product is constant in the no-entry case, 1-2 also represents the pro 
portion of the national product of the preceding period devoted to current production of 
consumer goods, i.¢., current production of consumer goods expressed as a proportion of 
the preceding period’s total national product. This interpretation, seemingly cumbersome 
and useless, becomes significant when we compare the no-entry to the limited-entry case 

"This idea is concisely expressed in United Nations, Inflationary and Deflationary 
Tendencies, 1946-1948 (Lake Success, N.Y., 1949), p. 7. See also Keynes, How to Pay for 


the War, op. cit., pp. 61-67; Turvey, “Some Aspects of the Theory of Inflation in a 
Closed Economy,” of. cit., pp. 540-41; W. 4. Lewis, op. cit., p. 162. 
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but also the separate effects of the entrepreneurs’ and workers’ infla- 
tionary marginal propensities to consume* and of the redistribution 
of income between these two classes. In the no-entry case the inflation- 
ary marginal propensity to consume is the primary determinant of the 
speed, magnitude and duration of inilation.*’ 

In the limited-entry case, it can be shown” that the necessary con- 

dition for stability is: 
(8 w — wn) « 
8) wx + g(1 wx) r4 
the parameter u representing periods beyond the second phase initial 
period T. 

Interpretation of this condition will enable us to make a significant 
comparison of the present case with the no-entry case. As in inequality 
(7), the left side of inequality (8) represents the community’s infla- 
tionary marginal propensity to consume. The right side is (it is shown 
in the appendix)** the proportion of the national product of the pre- 
ceding period devoted to current production of consumer goods, 1.¢., 
the current output of consumption goods measured as a proportion of 
total output of the preceding period. 

Now the stability condition for the present case and for the no-entry 
case can be stated identically. The community’s inflationary marginal 
propensity to consume must be or become less than the proportion of 
the preceding period’s total output which is devoted to current pro- 
duction of consumer goods, i.e., less than current production of con- 
sumption goods expressed as a proportion of total production of the 
preceding period.” 

* If the inflationary marginal propensity to consume of the workers should be something 
other than 1, ¢.g., v, then the stability condition would be: 
(7a) viex + xr) <i—s. 

Appendix, Section III. 

* Appendix, Section IV. 

* Appendix, Section IV. 


“It is, of course, not surprising that the stability condition of the general case (the 
limited-entry case) should also apply to one of its limits (the no-entry case). On the other 
hand, since the no-entry case deals with a more circumscribed situation, a narrower or 
more circumscribed stability condition is applicable to it which is not valid for the limited 
entry case. Each side of the stability condition can be reinterpreted as explained in footnote 
17. The stability condition can then be expressed as follows for the no entry but not for the 
limited-entry case: the community's monetary marginal propensity tu consume must be 
less than the proportion of the total product consisting of consumer goods 

Assuming a proportional per-period increase of resources equal to g, the monetary 
marginal propensity to consume in the limited-entry case (as contrasted with the inflation 
ary marginal propensity to consume) would be 


(9) monetary MPC = wx(1 +g) + — + g)] 
= wx — wx) + (1 — 


It is greater than the inflationary marginal propensity to consume by the entire last term 
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Since the stability condition for these two cases can be expressed 
in the same words, this might seem to indicate that the entry of re- 
sources has no efiect on the inilation or on the probability of avoiding 
an explosive increase in the price level. However, for two reasons, 
there is a better chance that the inflation will be finite when there is at 
least a limited entry of resources. 

First, the ratio of current consumer goods output to total output of 
the preceding period is higher in the limited-entry case than in the 
no-entry case, for production of consumer goods increases every 
period in the former case, while it is constant in the latter. Conse- 
quently, in any given period, the right side of the stability condition 
in the limited-entry case is larger than its no-entry counterpart, ceteris 
paribus. 

More important, the right side of the limited-entry stability condi- 
tion increases with each successive period and approaches one,*’ while 
in the no-entry case the right side is a constant. It is apparent that this 
proportion, which represents the ratio of consumer output to the pre- 
ceding period’s total output, should approach one: capital goods pro- 
duction is constant while consumer goods output is increasing; thus, as 
total output rises, the constant flow of capital goods becomes an ever 
smaller proportion of the total while the growing flow of consumption 
goods becomes an ever larger proportion. We can therefore restate the 


limited-entry stability condition in a form which, in comparison with 
inequality (7), makes it plain that the entry of resources enhances the 
probability of attaining stability: 


(11) wx + g(1 — wx) < 1. 


These two points indicate that an inflationary marginal propensity to 
consume that might easily be large enough to generate an explosive 
price rise when there is no entry of resources might produce a 
dampened inflation when there is limited entry of resources. However, 
if the inflationary marginal propensity to consume is close to one, it 
may take a great many periods before the price level even starts to 
approach equilibrium in the limited-entry case, i.¢., manifests a decel- 
erating rather than an accelerating tendency. This will occur only after 
the right side of the stability condition approaches one closely enough 
so that it exceeds the left. 

Thus, assuming a constant rate of investment and given the infla- 


* That is, 
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tionary marginal propensity to consume, free entry of resources pre- 
vents inflation altogether. At the opposite pole, no entry generates the 
most severe inflation, and if the inflationary marginal propensity to 
consume is high enough and the initiating action is large enough, the 
inflation may be infinite. Between these poles is the limited-entry case, 
and the greater the degree of entry the less severe is the inflation, 
Not only is there a greater probability that the inflation will be finite, 
but also, since a freer entry augments the right side of the limited- 
entry stability condition” and causes it to approach unity more rapidly 
(i.e., decreases more rapidly the proportion of the national product 
devoted to capital goods production) it makes for an inflation of a 
shorter duration and lesser magnitude. 

As our stability condition now stands, it applies to a case in which 
an autonomous increase in investment initiates inflation, and then the 
economy reacts with increases in money income and consumption, After 
the initiating increase, the production of capital goods remains con- 
stant. However, we can generalize the stability condition to include 
the case in which secondary investment is induced by the rise in 
income: the proportion of the inflation-induced increase in income 
devoted to additional spending (either for consumption or induced 
investment) must be or become less than the ratio of (1) current pro- 
duction of goods other than those going to satisfy the initiating demand, 


to (2) the total product of the preceding period, i.¢e., must be or become 
less than total current output minus current output going to the initiat- 
ing spenders, all divided by total product of the previous period.” 


III. Increasing Productivity Case 


In the limited-entry model production rises as a result of the entry 
of resources from outside the sector being analyzed. It will be informa- 
tive to compare with this a situation in which output is increased by 
means of processes working themselves out within the market economy. 
Thus, in this case we assume that productivity within the market 
sector rises. 


* This is demonstrated in the Appendix, Section IV. 

"In a discussion of economic development by W. A. Lewis in the article already cited 
(which appeared after the ideas here had been completely worked out) we can isolate two 
inflationary models that are somewhat similar to situations discussed in this article. The 
major model resembles our limited-entry case, and although I ewis does not develop a 
precise stability condition, his conclusions are similar to ours. The minor model, in which 
capital goods output is raised to a higher (constant) level but in which the ultimate effect 
on aggregate production of the increased flow of capital goods is disregarded, resembles 
the second phase of our no-entry case. Here Lewis incorrectly asserts that the inflation 
induced income redistribution will necessarily terminate the inflation; however, our no 
entry stability condition demonstrates that the inflation may be explosive or dampened 
depending upon the parametric magnitudes 
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The increasing productivity might be achieved either with a con- 
stant quantity of resources or by means of additional resources cre- 
ated within the market economy. Given a constant quantity of re- 
sources, technical progress might improve the quality of the capital 
goods or other innovations may rationalize the organization of produc- 
tion. Production might also rise as labor gradually becomes more 
acclimated to the alien capitalistic economic climate, and therefore 
manifests greater diligence and discipline, heightened motivation, and 
more care and efficiency. Productivity might also be raised when, as a 
result of prior investment, the stock of capital within the market 
economy is augmented. Employment of larger quantities of capital 
will, of course, enable the market sector to expand production. (The 
incorporation into theory of the effects of a growing capital stock is, 
as is well known, the basic innovation of modern growth economics. ) 

In order to compare more easily the present case and the limited- 
entry case, we adopt here all the assumptions and parameters which 
govern the latter model except two. First, we assume that the increase 
in production is achieved through a rise in productivity (as explained 
above) rather than through the entry of subsistence-economy re- 
sources.”” Second, we assume that there are two components in the 
wage rise: (1) wages increase in the same proportion as productivity, 
and (2) this total then increases by a proportion equal to the wage 
increase coefficient (x) times the proportional increase in the price 
level. Given this assumption about labor income, the wage bill behaves 
precisely as in the limited-entry case. 

Since wage behavior is the same as in the limited-entry case and 
since all other assumptions are the same, the entire financial pattern 
of this case, including its stability condition, is identical with that 
of the limited-entry case. Thus, the effect on the price level of an 
increase in productivity is the same, under the conditions assumed, as 
that of an increase in resources. Both tend to moderate the inflation 
and lessen the chance of a runaway price spiral. 

However, we must qualify this conclusion. The analytical identity 
of the two cases is based upon the assumption that the consumption 
behavior of each class and of the community in the increasing-produc- 
tivity case is the same as in the limited-entry case. However, in the 
increasing-productivity case the community’s marginal propensity to 
consume is likely to be lower and therefore the inflationary pressure 
less severe for two reasons. First, even with the same relative distribu- 

™In the limited-entry case, and thus here too, production increases by a constant 
amount per period rather than a constant percentage. However, since a very small con- 
stant percentage increase does not diverge greatly from a very small absolute increase, the 


simplifying assumption we have adopted may be taken to represent a close approximation 
to a constant percentage increase. 
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tion as in the limited-entry case, the per capita real income is higher, 
and therefore saving is likely to be greater. Second, when national 
product increases through a rise in productivity, the resulting distribu- 
tion of income is likely to be more favorable to the entrepreneurs than 
in the limited-entry case, for there is likely to be a shift of income 
towards the entrepreneurs who accumulate the capital or introduce 
the productivity-increasing innovations, and this in turn is likely to 
increase savings. 
IV. Conclusion 


We have examined the two basic determinants of inflation: changes 
in expenditure and changes in~production. We have dealt with the 
former by following the contours of existing theory, but have adopted 
assumptions which seem plausible for an underdeveloped rather than 
an advanced economy. We have dealt with the latter by integrating 
(in our limited-entry and increasing-productivity cases) a rigorous 
treatment of the effects of resource entry into the market economy or 
the expansion of production by other means. An explicit recognition 
of the possibility and effects of production increases is necessary in 
any analysis of inflation, and is particularly important in an examina- 
tion of a backward but developing economy. In such an economy, our 
analysis has shown, the existence of a nonmarket source of resources 
for the market economy (or of other potential means of raising out- 


put) is likely to moderate the inflation that usually accompanies 
development. As a matter of fact, to the extent to which the inflationary 
pressure may induce a greater entry of resources, ceteris paribus, the 
inflation would be partially self-correcting and would have the posi- 
tive effect of increasing aggregate production and hastening develop- 
ment. 


APPENDIX 
The difference equations depicting the first and second phase inflationary 
processes in both the no-entry and limited-entry cases and then the stability 
conditions and certain other properties of these cases are derived here. 
I. The Inflationary Processes: First Phase (Before t=T) 


The appearance of investment during the first phase disturbs the initial 
equilibrium (during which the national income had consisted solely of con 
sumption expenditures) and national income becomes: 


Substituting for C(W) and C(£) in accordance with equations (2) and (3), 
we get 


(13) Vou = (1 — + + — + Teas 
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It is now necessary to substitute for ¥(W) and J. Since the ratio of invest- 
ment to total spending or income equals the ratio of capital-goods output to 
total output, in the no-entry case: 


(t+ 
Y, 
T 
(14) — 
V ess Vo 
(¢+1)z_ 
and in the limited-entry case: 
(t+ 1)z 
are t 1)z 
(15) (1 + ) 
1 
1)z 


Toss 
T+ (t+ 1)2 


We have assumed that the wage rate rises by the proportion x of the pro- 
portional increase in the price level. The price level (PL) in any period ex- 
pressed as a ratio to the initial price level is, in the no-entry case: 

PI 
(16) ot = 
P, 


while in the limited-entry case, it is: 


(17) PLi 


Therefore in the no-entry case: 


and since ¥(W),=wY¥o, 


(19) t x - 


In the limited-entry case, ¥(W) depends both upon the rise in wage rates 
and the increase in the quantity of labor. Since productivity is constant, the 


| 
4 
y P, lz 
1 T } 
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quantity of resources increases in the same proportion as production. There- 
fore labor input (Z) in the limited-entry case is 


lz lz 
(20) Le = T Lo 4 Lo = (1 + oY, and 


lz Y, 
(21) = (1 + 1 —— — | | 
7 lz 
(: t 


Substituting for Ji,; and Y¥(W).4; in equation (13), we get, in the no- 
entry case, 


y 
Yor = (1 + x + C(E)o — gV(E)o + 


0 


(t+ 1)z 
T 


Solving for Y,,; and simplifying, we arrive at the following difference equa- 
tion: 


(23) Voss [ w(1 g— x + gx)Vo + C(E)o qV(E)o 


t (¢ + wx — qwx)¥,| 


where Vo, C(£)) and Y(£), are initial equilibrium constants. In the limited- 
entry case, we get: 


(t+ 1)z lz 
Yur = 1 a(t nie 


(24) ‘11+ 2 — x 


lz 
(1+ 
7 


(¢+1)z\ 
(1 + + — (E)o. 


Solving for Y.4, and simplifying, we arrive at the following difference equa- 
tion for the l'mited-entry case: 


. T + (t+ 1)2 lz 


— + (q+ wx - | 


where Vo, C(£)o and Y(£)p» are initial equilibrium constants. 


(22) 
(25) 
( 
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These difference equations embody and depict (for the no-entry and 
limited-entry cases respectively) the process of money-income expansion 
during the first phase of the inflationary processes. The solutions of these 
difference equations, which yield the actual paths of the income increases, 
may be written as follows:? 


By B B 
WA, Ao 


where Agand where A, and B, represent the following 
terms: in the no-entry case, 


A, represents 


—(¢ + wx — quwx 
we) 


and B, represents 


r 
- — {wi — — gx)Vo + C(E)o — 
q qx) Vo + C(E)o — q¥(E)o| 


in the limited-entry case, 


A, represents 


T+ (t+ 1)2 
(q+ wx — qwx) 
and B, represents 


T + (t+ 1)2 
w(t q— x + qx)VYot C(E)o — 


Il. The Inflationary Processes: Second Phase (Afier t=T) 


We rewrite equation (13) with appropriate subscripts as follows: 
(13A) = VOW) — g) + CCB) reg Vrain — QV(E)r + 


where 7 represents the second-phase base period and subsequent periods 
are represented by the parameter a. 

Again we substitute for ¥(W) and /. In both cases the expressions repre- 
senting V¥(W) in the first phase (equations 19 and 21) remain unchanged in 


” We solve the difference equations by letting A, and B, represent the terms indicated 
in the text and then putting the equations i..to the typical form of linear difference equa- 
tions of the first order. This is: 

Vey: = B, 

Fo 
See George Boole, A Treatise on the Calculus of Finite Differences, 3rd ed. (New York, 
no date listed), p. 161, equation 14. Following Boole, p. 164, the solution may then be 
written as in the text. 


(26) 


| 
' 
4 
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the second phase except for appropriate subscript changes. In both cases, / 
reflects a constant output of capital goods at the target level (equation 4) 
multiplied by the current price levels (equations 16 and 17). Thus in the 
no-entry and limited-entry cases respectively 


(27) river and 


(T+ 1)27 
1 


Substituting for J and VW) in equation 134 we get in the no-entry case: 


(28) 


x) tC UE): + qV rye 


Routine algebraic simplification then gives the following difference equation 
for the no-entry case: 
— 
(30) = [wil — g — + gx)¥o + C(E)r — Q¥ 
(q + wx ~ qwx)|¥ ry. 

where Vr, Y()7, C(E),y are constants derived from the first-phase differ- 
ence equation and VY» is an initial equilibrium constant. 

Letting F represent 


— 
and G represent 
equation 30 can be rewritten: 
(30A) = F + GY 


Substituting for Y(W) and / in the limited-entry case, we get 


T + ujz 
7 (T + u)z\ 
(1 + Yo 
7 


(1 — g) + C(E)r + — 


+ - 


( (T + u-+- 1)z 
1+ ) 


| 
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Simplifying, we get the following difference equation for the limited-entry 


Tz + uz 
nit T ) -q—x + qx) Vo 


+ C(E)r — 


case: 


Tz 
+ wx — gwx)Vry. 
| T + uz+2 


where V7, V(E)r and C(£),r are constants derived from the first-phase 
difference equation, and Yo is an initial equilibrium constant. 


III. Properties of the No-Entry Case 


The speed of inflation is shown by the difference equation itself. If G<1, 
the inflation is decelerating; if G>1, the inflation is accelerating, and any- 
thing which increases F or G steepens the climb of the price level. 

The magnitude of the inflation is indicated by the equilibrium level of 
national income |¥(£q) |, i.e., the level which, if reached, repeats itself in 
the succeeding period and which consequently recurs in all subsequent 
periods. We find Y(Eq) by substituting it for Vr,, and Vry44: in equation 
30A, 


Eq) = F + GY(Eq) 
1-G 
In terms of the original parameters, this equation is: 
wi—q—x+ qx)¥otClE)r — QV(E)r 
(33A) ¥(kq) — - - 
wx+ 

The path of the inflation can be found by solving the difference equation, 
which gives the value of Y in any period after period 7, and knowing this, 
it is only necessary to divide by Yo to depict the price level. The solution of 
the difference equation is 


(34) = V(Eq) — G*[¥(Eq) — Yr]. 


Inspection of equation 34 reveals that the necessary and sufficient condi- 
tion for stability is O<G<1. 

Since w, x, q and z are all positive and <1, both the numerator and 
denominator of G are positive and therefore G must be positive. Then the 
stability condition can be restated: 


qux 


(35) 


Ts 
(1 
T + uz +2 
(32) 
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(35A) wx + gil — wx) <1 


IV. Properties of the Limited-Eniry Case 
The solution to the limited-entry case second phase difference equation 
(equation 32) can be written * as in the first phase: 
Brsu1 Bryu-s Bo 


TAT +u—1 Ag 


where we let Br,, represent: 


Tz Tz + uz 
(1 + —-——— -) + — wil—g—x-+ qx)¥o 
T+uz+z = 


+ C(E)r — qV(E)r | 


and Ar,, represent 


Tz 
(: (q+ wx — qwx). 
T+uz+z 


This solution shows the value of Y in any period, i.e., the course of the in- 
come increase. 

Given the value of Y, the price level in any period and thus the path 
of the inflation is represented by rewriting equation 17-when t= T+, i.e., 


TV rie 
(17A) = ——— — = — 
(Tz + cu+ T)Yo 


The amount by which the price level index increases in any period is 


(36) PLA = 


(T+ u+ 1)z (T + 
(1 + ie (: + ) Vo 
T T 


Substituting for Vryy4: and Y74, according to equation 26 and simplifying 
somewhat, we get 
PLA T+u41)—(T4+u) 
(T + u)jz 
1 T T Brix -+- 1 


t 
TA T+u-1 T+u-2 


Bo (T + u)z (T+ u)z+2 
t Yo (1+ =) Aree (1 
Ag 7 


(T 4 Ls (T 
T 


(37) 


* Ibid., pp. 161-64 
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We can now determine the stability condition for this phase of inflation. 
If the increases in the price level become smaller and finally tend to stop 
altogether, the second-phase inflation is a dampening rather than an ex- 
plosive one. This would be indicated by equation 37; if the change in price 
becomes zero or negative, the inflation has stopped. The denominator of the 
right side of equation 37 is necessarily positive, for every term in it is by 
definition positive. Therefore, in order for equation 37 to become negative, 
it is necessary for'the numerator to become negative, and this in turn re- 
quires that the second term in the numerator become negative and have a 
larger absolute value than the positive value of the first term of the nu- 
merator. The first bracket of the second expression is necessarily positive, 
for both Ary, and Br,, are positive for any values of u. This can be seen 
as follows: in Avy, every expression is obviously positive by inspection; in 
Br,. the only negative term is —qY(E)z, but this must be less then the 
positive term C(E)z, for our definition of the entrepreneurial marginal 
propensity to consume shows that C(/) in any period equals gY(£) in that 
period plus the constant (1—g)(1—w) Vo. Consequently, in order for the 
entire second term (which is ever growing in absolute magnitude) to become 
negative, it is necessary that the last bracket become negative. Both of the 
expressions in the last bracket are positive because every parameter con- 
tained in them is positive. Therefore, it is necessary that ultimately (as « 
increases) the second term in the last bracket become larger than the first. 
Consequently, the necessary condition for stability” is that ultimately (as « 
increases) the following inequality must hold: 


(T + u)z+ 2 (T + u)z 
(38) E |> E 


Replacing Ary. with its original value, and simplifying, this inequality can 
be put into the form used in the text: 


(38A) wx + g(1 — wx) << — 


That the right side of this inequality represents (as was stated in the text) 
the current output of consumption goods measured as a proportion of total 
output of the preceding period can be shown as follows: production in 
period 7+ is (as shown by equation 6 with appropriate changes in sub- 
scripts): 


(T + u)z 
(6a) = -+ 1] Vo 
and production in period T+ is: 
(T + u + 1)z2 
(6b) Prewitt T + 


" Unlike the no-entry case, where it was feasible to state the necessary and sufficient 
conditions for stability, in the limited-entry case the sufficient condition would be too 
complicated, and so only the necessary conditions are demonstrated. 


he 
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Of total final output in period 7+ +1, the amount z¥o is in the form of 
capital goods and the rest consists of consumption goods. Consequently, in 
period 7'+u+-1, the proportion of period T+ 4 output devoted to the pro- 
duction of consumer goods (R) is 


(T+u-+ 1)z 
Yo 


Pros (T + 


That freer entry of resources and hence larger increments in production 
would enlarge the right side of the limited-entry stability condition, as is 
asserted in the text, is easily seen as follows: a larger production increase 
would increase the differentia! between P7,, and Pp,441. Equation 39 could 
therefore be rewritten 


T+u+t 1)z 
i 


Rr, 


(39) 


1 
: 


(T + u)z 
7 
where H/ represents the increment in consumer-goods production as a result 


of the greater entry of resources or increase in productivity and J represents 


H 


(T 
T 


|_| 
T+2+ uz 
|_| 


FACTOR PROPORTIONS IN JAPANESE 
ECONOMIC DEVELOPMENT 


By Gustav Ranis* 


This paper is intended to demonstrate the importance of optimal 
factor utilization for a developing economy. The choice of production 
methods—along with the composition of final demand—determines an 
economy’s capital-output ratio. Such a choice has added significance in 
the context of the labor-surplus underdeveloped area where a seemingly 
negligible dissipation of capital may be equivalent to a substantial loss 
of productive capacity. The experience of Japan illustrates the im- 
portance of the ability to squeeze the most out of the fund of savings 
painfully conserved at each stage of development. 

Japanese factor prices prescribed movement along the most labor- 
intensive production functions which could be devised during the early 
(nineteenth century) stage of her development. There was no whole- 
sale adoption of the advanced techniques elsewhere perfected and now 
available to her. After the turn of the century, however, changes in 
the relative supplies of the factors exerted pressure for the re-equip- 
ment of Japanese industry and the type of secular growth with which 
the advanced economy is familiar. 


I. Labor-Intensive Phase, 1868-1895 


At the time of the Restoration (1868) Japan bore characteristics 
not generally unfamiliar to the underdeveloped area: dense population 
coupled with low levels of capital accumulation. Moreover, during the 
early phase of her growth, to about 1895, the factor labor was increas- 
ing at a faster rate than the factor capital, thus intensifying the initial 
relative scarcity of the latter. 

The population had been stagnant at a level of approximately 28 
million during the two pre-Restoration centuries; as we might expect, 
it experienced sharp increases with the beginnings of developmental 
activity. The participation of this growing population in the labor 
force, as indicated in Table I, increased till 1895, and fell steadily 


* The author is instructor in ¢_conomics at Yale University. He wishes to thank Thomas 
C. Schelling and Henry J. Bruton, both of Yale, for their helpful criticisms and com- 
ments. This article is a revised portion of a Ph.D. thesis submitted at Yale University in 
1956. 
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thereafter. Increases in man-hours as a result of the increased avail- 
ability of marginal work-hours for productive purposes, though not 
quantifiable, were undoubtedly also of great importance. Though en- 
countering physicz! limits at some point, both these factors are of 
much greater immediate significance in determining the size of the 
available labor force than the lagged population changes. 

With development, a large proportion of the so-called “disguised 
unemployed” were drawn into productive activity. It would not be 
accurate, however, to label this a physical movement of labor to fac- 
tory and city. The peasant was attached to the soil and found it easier 


TABLE I.—WoRKING POPULATION AND PARTICIPATION RATE 


Primary*® |Secondary”| Tertiary* Total 


Population’ | tion Rate 
(million) | (million) (million) | (million) “_ 


(million) (per cent) 


Year 


1878-82 
1883-87 
1888-92 
1893-97 
1898-02 
1903-07 
1908-12 
1913-17 
1918-22 | 
1923-27 | 
1928-32 


9 
9 


Total Participa- 
| 


| 


| 
| 


NA & & WD 


OS 


| 


8. 
9, 
0 10. 


1933-37 


Including and fishing. 

> Including manufacturing and mining. 

© Including services and government. 

4Yuzo Yamada, Nippon Kokumin Shotoku Suikei Shiryo (Mstimated Japanese National 
Income) (Tokyo, 1951), pp. 152-53. 

Source: Worksheets at the Economic Research Institute at Hitotsubashi University. 


to contribute a portion of his day to a new pursuit in relatively famil- 
iar surroundings. The presence of a culturally immobile labor force 
resulted in the rural location of many industries. In weaving, for 
example, the feudal putting-out system on the household level was 
streamlined and expanded. Different families might be employed for 
handling the various stages of a given process in traditional silk, 
lacquer and pottery industry. Agricultural by-employment assumed 
major significance; between 1868 and 1900, 30 per cent of all farmers 
were engaged in seri-culture. Even cotton spinning requiring heavier 
machinery and factory supervision was widely dispersed in order to 
accommodate a labor force drawn largely from the ranks of young 
peasant daughters. This type of labor was willing to come into the 


| 
| 
1 19.5 
1 21.2 : 
1 22.6 ‘ 
1 | 23.8 
1 24.8 q 
17 |} 256 | 47.5 | S40 
16 26.2 51.0 51.4 
15 | 26.5 4.9 | 48.3 
14 6 | 27.1 58.0 46.7 
14.8 | 8 | 28.4 0.6 | 4.9 
14.8 a: 29.3 64.2 | 45.7 
14.7 1 | 308 | 0.3 | 44.5 
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spinning mills on a short-term basis—if rural conditions could be 
partially recreated through the paternalism of dormitory life. Never- 
theless, recruiters were necessary to convince the parents of the merits 
of factory life and, incidentally, promise them periodic remittance of 
earnings; the final step often took the form of an advance to the 
hard-pressed peasant on the security of the future wages of his off- 
spring. Caught between tenancy and the heavy burdens of the fiscal 
system, few heads of rural families were in a position to resist such 
offers. 


1. Relative Factor Prices 


For our purposes, the most important consequence of labor’s attach- 
ment to the soil was its influence on the level of industrial wages. 
Textiles, and light industry generally,’ really represented an extension 
of agriculture, with wage levels tied to the low remuneration on the 
land. The persistence of such a wage structure during the first thirty 
years of a major developmental effort is to be explained partly by the 
market supply situation, and partly by the unequal distribution of 
bargaining power.* Workers themselves condemned “labor leaders as 
ruffians, unions as trouble-making organizations’”;* they agreed to 
“accept the wage rates decided by . . . the employers,” and to bring 
“no opposition in case of a wage reduction.’”* 


Remuneration seems to have been set at some narrow placement-cost 
differential above local subsistence.* Table II illustrates the movement 
of real wages as well as of the cost of physical capital goods over time. 
Increases in the latter during the early phases of a developmental 
effort are not surprising. Of greater interest are the relative factor- 


* Representing more than 80 per cent of total contribution to national income within 
industry during the nineteenth century (my figures). 

*“The idea of belonging together of family, clan and state which found in Emperor 
worship its metaphysical and in the absolute subordination to the communal purpose its 
political expression, made the ue between employer and employee .. . a very intimate 
one.” F. A. Heber, Japanische Industriearbeit, Eine wirtschaftliche und kulturhistorische 
Studie (Jena, 1912), p. 250 

* Harada Shiomi, Labor Conditions in Japan (New York, 1928), p. 222 

* Ibid., p. 235. 

*This going wage differed with local differences in the total remuneration on the soil. 
Labor recruiters found their task easier in the poorer inland regions than in the maritime 
provinces where fishing and other forms of by-employment raised the opportunity cost 
of labor. This market, moreover, had interesting discriminating monopsony-buyer, com- 
petitive-seller, characteristics. The over-all supply curve of labor mir’.t be characterized 
by a step function consisting of a series of perfectly elastic segmeits rather than the 
commonly assumed horizontal curve at a given (subsistence plus placement costs) wage 
rate. The dispersion of the industrial labor force in small worksLops and insulated dormi- 
tories helped employers to strike separate bargains and thus absorb the entire “rent” of 
the worker. 
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price changes here recorded; they indicate an increasing “relative 
scarcity” of capital during the nineteenth century—and a clear re- 
versal of that trend thereafter. 


2. Capital-Saving Adjustments 


In 1868, Japan had just emerged from two centuries of self-imposed 
isolation. She found herself in a position to choose freely from among 
the many technological possibilities perfected in the West. Given her 
particular factor endowment and capabilities, it was to be expected, 
as a first approximation, that production functions absorbing propor- 
tionately more labor would be adopted. If technological flexibility, 
however, extends no further than to the adoption of the most labor- 
intensive known processes, a sizable share of the available labor force 
is likely to continue to be redundant. In fact, new combinations did 
emerge in Japan in response to the pressures of a radically different 
factor endowment.* This meant that, over time, the elasticity of sub- 
stitution between labor and capital did not decline markedly.’ The 
initial labor surplus, re-enforced by changes at the margin (and pos- 
sibly raising similar anticipations as to the future) exerted pressure in 

favor of more capital-saving methods of production." 


*It is not always obvious whether such combinations represent shifts along Western- 
built production functions or the invention of a new species. It is clear, however, that 
“the way of direct imitation of Western methods . . . was gradually improved, so as to 
digest them in such a way as to make them fully conform to Japanese actualities and 
unite them with the strong points of . . . techniques produced by the originality of the 
Japanese.” Japan, Ministry of Agriculture and Forestry, Short History of Agricultural 
Development in Japan (Tokyo, 1952), p. 46. See also Kamakichi Takahashi, in “Problems 
of the Pacific,” Proceedings of the Sixth Conference of the Institute of Pacific Relations 
(Chicago, 1937), p. 265. 

"In other words, as we move down and 
to the right in the accompanying diagram, 
the elasticity of 1, does not fall very much 
At what point the nonspectacular discovery 
of new ways of substituting along old pro- 
duction functions approaches a capital-sav- 
ing innovation is of only theoretical inter- 
est—revolving around the difference be- 
tween Schumpeter’s “adaptive” and “crea- 
tive” response. In our diagram the first 
alternative could be depicted in the very 
shape of L,, the second by a falling elas- 
ticity along ZL, which is, however, rescued 
by a shift from LZ; to Zy. For any given 
labor-capital ratio, the innovation shifts 
the elasticity of substitution upward, say 
from 1 to 2; it increases the marginal pro- 
ductivity of labor more than that of capital. 


*Spectacularly cost-reducing methods in the opposite direction may theoretically, of 
course, be adopted in such a situation. To say that in the underdeveloped area “labor- 
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The survival of old-fashioned production functions—to produce the 
new as well as the old—is of considerable importance in this context. 
In the textile industry we have the classic example of the economically 
rational coexistence, side by side, of different historical stages of pro- 
duction. Raw silk and cotton weaving are outstanding, but even in 
the quite mechanized factory-style spinning industry preparatory and 
finishing processes were, to a large extent, carried out at the cottage 
level.’ This rather remarkable survival of domestic industry must be 
explained largely in terms of complementarity between the small, 
labor-intensive operating unit and the large industrial concern. The 
traditional tonya or merchant middleman, now a representative of 
the subcontracting unit, served as supplier and market for the goods 
to be worked up domestically." Working hours not otherwise avail- 
able could be mobilized in this manner. A specialization of function as 
between workshops, even as between the members of a given family, 
developed." One-roof economies were achieved by using cheap labor in 
cooperation with old-fashioned machinery at the workshop level; 
economies of scale were achieved in the financing, purchasing and 
merchandising stages.’* The integration of industry into the rural way 
of life substantially lowered both the real and social costs of indus- 
trialization. 

As Veblen pointed out in relation to Japan, the imposing costs of 
technological development can be avoided by adoption of the latest 


machinery developed by others.’* Nevertheless, major benefits 


displacing investment would almost never be accepted, no matter how high its contribu- 
tion to national product” (Harvey Leibenstein and Walter Galenson, “Investment Criteria, 
Productivity, and Economic Development,” Quart. Jour. Econ., Aug. 1955, LXIX, 349), 
is to be unnecessarily extreme. 

* Lacquer, pottery, porcelain, sake brewing and fish-canning should be mentioned. Even 
more significant, the production of such new consumer goods as bicycles, electric lamps 
and rubber was to exhibit the same characteristics. The continued relative importance of 
this household type of enterprise is remarkable. Cottage-style industry contributed more 
than two-thirds of industrial national income in 1878, almost 60 per cent still in 1895, 
declining only as we move into the 20th century. (See the author’s Japan: A Case Study 
in Development, unpublished doctoral dissertation, Yale University, 1956, Table 10A, 
p. 110.) 

*“A brush manufacturer of Osaka ... told me... that the brushes were sent to a 
thousand homes in country districts, in order that the bristles might be fastened into 
them.” London Times, Suppl., July 1, 1910, p. 53 

™ “Sometimes even a single part is not completed in one shop or home, but is shaped 
in one and painted or plated in another.” H. G. Aubrey, “Small Industry in Economic 
Development,” Soc. Research, Sept. 1951, XVIII, 283. 

*G. C. Allen in The Industrialization of Japan and Manchukuo, 1930-1940, E. B. 
Schumpeter, ed. (New York, 1940), p. 624. See also Teijiro Uyeda and Assoc., The Small 
Industries of Japan (New York, 1938), p. 29. 

* Thorstein Veblen, “The Opportunity of Japan” in Essays in our Changing Order 
(New York, 1934) pp. 248-66. S. C. Gilfillian (The Sociology of Invention [{Chicago. 


| 
| 
|. 
| 
| 
| 
| 


600 THE AMERICAN ECONOMIC REVIEW 


accrued to Japan not so much from the adoption of known technology 
as from a refusal to do so indiscriminately. The pervading, if unspec- 
tacular, feature of Japan’s post-Restoration textile industry, for ex- 
ample, lay in the retention of traditional, relatively primitive, ma- 
chinery in many areas. Imported or domestically “grown” improve- 
ments, partly of an organizational nature, were grafted onto existing 
handicraft-oriented industrial arrangements. 

The capital-saving or elasticity-of-substitution-raising nature of such 
“retrogressive innovations” is evident. Increasing amounts of unskilled 
surplus labor could be deployed along familiar, but improving, pro- 
duction functions. At the same time, the industrial equipment on hand 
at the time of the Restoration did not represent a form of economically 
outmoded capital which, in line with familiar propositions, might act 
as a deterrent to innovation. The ability to make efficient use of tradi- 
tional plant and equipment was equivalent to enhancing the socially 
available capital fund."* 

Perhaps the most convincing evidence that the persistence of cot- 
tage-style manufacturing was an economic necessity and not the irra- 
tional survival of an outmoded practice was its virtual absence in the 
cotton spinning industry. In the case of the spinning wheel—unlike 
that of the loom-—the margin of efficiency of the new over the old 
was large enough to swamp the effects of cheap labor and render fac- 
tory production economically viable. In cotton spinning—as well as in 
other cottage-style light industry—the latest production methods avail- 
able to Japan were adopted; and subsequently ways were found to 
increase plant flexibility by widening existing boundaries of the tech- 
nical coefficients in order to accommodate larger amounts of labor per 
unit of output. 

A good example is the running of Western-built machinery at accel- 
erated rates—two work shifts daily’® with but two or three rest days 
a month. This means that the average work week per machine was 
about two and one-fifths times that encountered in the country of ori- 
gin. Using a machine twice as fast does not wear it out twice as fast 
since physical depreciation depends partly on the simple passage of 
time. More importantly, since pure physical depreciation can be con- 
sidered to be the junior partner of the depreciation-plus-obsolescence 


1934], p. 96) found that an average of 50 years elapses between the initial serious work 
on an invention and its considerable commercial use. The expenses of fundamental re- 
search, education, industrial trial and error, etc. can only be guessed at. 

“Japanese ... do not replace their machinery as readily by new ones . . .; they are 
interested in keeping the machinery efficient and in adding modern appliances.” Arno 
Pearse, The Cotton Industry of Japan and China (Manchester, Eng., 1929), p. 77. 

* Made pussible by the introduction of the kerosene lamp. 
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combination, the heavy employment of machinery means that the time 
gap between the physical and the economic life span of a machine is 
considerably narrowed. This represents a considerable saving in capital. 

There is other, if less spectacular, evidence of successful attempts 
to adapt larger amounts of labor to the capital stock in the factory 
sector of light industry. One man and five to six women were used to 
service machinery which had never employed more than one man 
and three women in Europe.”* The availability of cheap labor made it 
economical to run the machinery at greater speeds and put more hands 
to the preparatory auxiliary tasks. The increasing substitution of 
cheaper short-staple raw cotton from India for the stronger American 
variety resulted from the availability of extra woman labor to repair 
the inevitable broken threads. 


Spryninc Inpusrry Boru OF JAPan’s 
Economic DEVELOPMENT 


Capital* | Labor | 


| 
Year (Average (Opera- Output* Capital- | Capital- | Output- 
(Average | working tives, (Kan per Labor | Output Labor 
annual) | spindles male and day) Ratio Ratio Ratio 
| per day) female) | 


10 

15 
48 
65 
87 
74 
.53 
67 


1886-90 128 ,989 5,997 
1891-95 | 391,087 29,518 
1896-1900 | 960,577 57,857 
1901-05 1,296,471 | 66,840 
1906-10 1,613,390 80,852 
1911-15 | 2,331,272 | 109,228 
1916-21 | 3,618,503 150, 568 
1920-24 4,120,918 | 184,287 | | 
1925-29 | 5,514,794 | 204,586 | 341,600 


* Nippon Teikoku Tokei Nenkan (The Japan Annual Statistical Report) Nos, 11-42, 
Japan Cabinet Stat. Bur., Tokyo. 

> The coverage for these two five-year periods is not exactly as above and the figures are 
therefore not entirely comparable. We thought it useful to include them, with this cautionary 
note, however, since the previous series was discontinued in 1921 and a continued view of the 
trend in the 1920’s has considerable value. 


In this fashion the limits of technical substitutability were widened. 
By capital-saving adaptation or innovation, the elasticity of substitu- 
tion was prevented from falling as much as it otherwise might have. 
The results of Table III bear this out for the case of the spinning 
industry for which adequate data are available. During phase 1 the 


“Heber, op. cit., p. 165. In weaving, the Toyoda automatic loom, one of the few 
indigenous Japanese inventions, provides another example. Subsequently manufactured 
by Platt’s of Oldham under a Japanese patent—in an example of the reverse flow of know- 
how—it was advertised to require 30 girls per loom in England; fifty girls had always 
been used in Japan 


| 
19.5 
11.6 
11.3 
12.1 | 
14.6 
16.2 
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ability to make the kind of everyday intraplant “rearrangement” we 
have been discussing resulted in falling capital-labor and capital-output 
ratios, the latter continuing to decline even after the former ratio had 
reversed itself. Output per worker was increasing with declining capi- 
tal-intensities and a falling capital-ovtput ratio. 

3. Changes in the Composition of Output. The over-all capital-output 
ratio is, of course, not a purely technological ratio; nor is the total 
elasticity of substitution between labor and capital strictly a function 
of technical flexibility within given plants. Shifts in the composition 
of demand for final goods in the domestic market and, in the open 
economy, the elasticities of demand abroad materially affect the ability 
of a given stock of capital to absorb labor efficiently. Long after the 
boundaries of technological substitution have been reached,’’ consumer 
substitution, in the form of relative increases in the demand for labor- 
intensive goods, may take place.”* 

It is quite impossible to completely “hold the line” against mounting 
pressures of domestic demand during the developmental process. If 
Engel’s Law is operative, as can be realistically assumed, increases in 
demand resulting from population growth and increased consumption 
per capita will be directed mainly towards the essentials produced 
by agriculture and the textile industry. Limited increases in consump- 
tion at near-subsistence levels of income do not, of course, necessarily 
represent a total loss to the nation’s productive capacity. Such increases 
may well enhance people’s ability and willingness to work. But, should 
the new demands be directed towards labor-intensive goods, the capital 
costs are undoubtedly smaller. Compared with the capital-intensive 
channels such demands might have taken, the elasticity of substitution 
stands to benefit—if only in a relative sense. 

Real advances in specialization along labor-intensive production 
functions were made possible through the foreign-trade medium. Raw 
silk production, Japan’s primary agricultural by-product, financed 
more than 30 per cent of Japanese imports during the nineteenth cen- 
tury. In this industry almost the entire value added can be ascribed to 
labor;"* foreign-exchange requirements for capital or raw-material im- 
ports are virtually nil. 

Japan’s conquest of Western silk and Far Eastern cotton textile 
markets is more or less common knowledge. Her goods were becoming 


* Even if coefficients are fixed, as long as they are not everywhere identical. 

“If, as a consequence of resulting income growth, the size of the capital stock has also 
been increased, a new range of technological substitution possibilities may, of course, 
again become available. This is true, even if the new capital is devoted exclusively to 
“widening” because of the organizational advantages which may accrue. 

* London Times, July 19, 1910, p. 8. 


3 

| 


RANIS: FACTOR PROPORTIONS 603 


increasingly competitive, especially in the lower-quality markets of 
Asia to which she had easy geographic and cultural access.”° In Table 
IV commodity exports are shown as a percentage of gross domestic 
output and as a percentage of output in industry only.** Exports clearly 
absorbed a large and growing share of total industrial output during 
the nineteenth century. This {act is especially striking when we recog- 
nize that exports had to start from a near-zero base in 1868. Integra- 
tion into the world economy raised the total elasticity of substitution 
by permitting significant changes in total industry mix; more capital- 


Tasie IV.—Dowesric Propuction anp Exports 


Domestic Commodity | Domestic | Commodity 


Gross Output | Exports as Gross Exports as 
of Commodities, Per Cent of | Industrial a Per Cent 
(Primary plus | Domestic | Output of Domestic 
Secondary | Gross (Secondary | Gross 
Sector)» | Output of | Sector only) | Industrial 
(Cur. mil. yen) | Commodities (Cur. mil. yen)| Output 


Commodity 
Exports* 
(Current 
mil. yen) 

| 


Year 
(Annual 
average) 


| 
1878-82 | 30.3 588 5.1% | 19.3% 
1888-92 | 72.6 763 5 24.0 
1898-1902 | 219.2 1,959 2 21.9 
1908-12 444.8 3,281 3.5 25.2 
1918-22 1,779.9 11,519 5 5! 23.6 
1928-32 | 1,629.5 11,101 34: 19.5 


* Tanzan Ishibashi, ed., “The Foreign Trade of Japan,” Oriental Economist, 1935, p. 658, 
> From working papers at the Economic Research Institute at Hitotsubashi University 


intensive goods were being imported in exchange for labor-intensive 
commodities. 


II. Capital-Intensive Phase, 1895-1930 


Before the turn of the century movements in the factor-supply 
situation at the margin seem to have reversed themselves, leading to a 
reversal in the direction of relative factor-price changes.” As a result, 
pressures for what was economically efficient now tended in the direc- 
tion of modern techniques. An examination of the average capital- 
labor ratios in the spinning industry” shows the considerably higher 


” Transportation costs were frequently at a remarkable 2-3 per cent of cif. price. 
Japan made special efforts to adapt to the particular local needs of her markets, for 
which the relatively small scale of her industry was peculiarly well suited. She was also 
aided substantially by a timely silk-worm disease in France and Italy, the war with China 
and the Bombay plague, which opened the European silk and Chinese-Korean cotton 
textile markets, respectively. 

*Since the product of the substantial agricultural sector was used almost exclusively 
for feeding a growing population, the latter comparison seems more relevant. 

* See Table II, supra. 

* See Table III. 
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levels of capital intensity during phase 2 of Japanese development and 
the changes in capital intensity tending in opposite directions during 
the two periods. 

Presumably, the rural “disguised unemployed”—more aptly here, 
the bulk of marginal rural working hours—can be siphoned off but 
once. Population growth itself is a much slower process. The participa- 
tion rate of that population which had risen from 54.3 per cent in 
1878-82 to 56.2 per cent in 1893-97 also consistently declined there- 
after. 

There is much qualitative evidence to support a reversal in the 
marginal factor supply situation around the turn of the century.** 
Real wages actually increased, as shown in Table II. This was partly 
due also to shifts in the elements of imperfect competition in the labor 
market. During the Sino-Japanese War (1894-95) the government 
“had to have armies of coolies [for the logistic support of a much 
smaller fighting force] and had to pay them higher wages than the 
highest paid artisan in Japan. When the coolies came back, they asked 
for the same higher wages.’’** Moreover, the delayed trend towards 
urbanization served to undermine tacit acceptance of rural based wages. 
In the two years 1896-97 Japan experienced her first strikes, 50 in 
number; 37 were reported to have been aimed at higher wages.** The 
Rodo-kumiai-kisekai, an institution to foster labor organization, was 
established in 1897; machine tool (1897) and railroad workers (1898) 
were the first to found institutions bearing some resemblance to our 
present-day unions.** The very fact that the government found it 
necessary to clamp down on workers through repressive legislation in 
1900 bears evidence of the kind of change taking place. 

But it would be a serious error to conceive of all this as an embryonic 
social reform movement. Only because the workers’ bargaining power 
had previously been practically nonexistent can it be said to have 
increased, The first factory laws, passed in 1911 to go into effect in 
1916, set a 12-hour maximum day and a 12-year minimum age. They 
did not affect the thousands of workshops of less than 5 operatives 
each, were beset with escape clauses (¢.g., for “light work,” “silk 
export,” “busy periods”), and were nowhere rigorously enforced. 


*PFe, “The great activity of the various industries has recently resulted in a very 
perceptible scarcity of employees.” E. L. Barry in Transactions of the New England 
Cotton Manufacturing Association, No. 61 (Waltham, Mass., 1896), p. 93. See also Japan, 
Ministry of Agriculture and Forestry, Short History of Agricultural Development in 
Japan (Tokyo, 1952) p. 14. and Heber, op. cit., p. 52. 

* Schroeder, “The Labour Question in Japan,” Eastern World, August 31, 1907, XV, 7. 

* Heber, op. cit., p. 32. 

™ Heber (ibid., p. 233) confirms that “the idea of some . . . protection for workers 
goes back to the beginnings of the 90's.” 
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The trend, nevertheless, cannot be denied; it continued in the 
‘twenties with the enactment of health insurance measures, a new 
minimum working age at 14 and the prohibition of night work for 
women and children. Japan’s increased sensitivity to world opinion as 
she became a major power must be given a good share of the credit.” 
The underlying labor market imperfections were not substantially 
alleviated during this second phase of development. But it is certain 
that market forces, combined with some shifts in bargaining position, 
made labor a relatively more expensive factor than it had previously 
been. 

At the same time, the economy’s investment funds were growing at 
a faster rate than before. This was due to the increased domestic 
savings potential*’ as well as the substantial inflow of foreign capital. 
National income had increased at annual rates of 4-5 per cent during 
the last decades of the nineteenth century; per capita income, a better 
indicator of the savings potential, at from 3-4 per cent.’’ With domestic 
consumption gains restrained by fiscal and monetary measures,"' as 
well as by the speed of the developmental process itself, margins for 
further capital formation were increasing both absolutely and rela- 
tively. The inflow of foreign capital gave further impetus to this 
tendency. Japan now felt sufficiently self-assured to dismiss her old 
fears concerning the political implications of capital imports; foreign 
investors were increasingly coming to view her as a sound and profit- 
able area for investment. This complementary shift in attitudes came 
largely as a result of the considerable international stature Japan was 
gaining by virtue of her victory over China (1894-95), participation 
in the suppression of the Boxer Rebellion (1900), victory over Russia 
(1904-05), participation in the first world war and recognition as one 
of the “Big Five” at Paris. In 1899 she was already in a posiiion to 
obtain consent for the abolition of all vestiges of extraterritoriality; in 
1910 full tariff autonomy was achieved. 

The more immediately economic manifestation of Japan’s interna- 
tional viability came in the form of accession to the gold standard in 

“This factor assumes special significance after the first world war when membership in 
the International Labor Organization and participation in the Washington Hours Confer- 
ence (in spite of temporary exemptions from the 8-hour day and the 48-hour week 
accorded Japan because of her “backwardness”) increased the pressure 

* FE. H. Norman (Japan’s Emergence as a Modern State, Institute of Pacific Relations 
Inquiry Ser. [New York, 1940], p. 117) apparently agrees: “By that time [1897] the 
flotation of 200 million yen worth of railway bonds was largely subscribed to by Japanese 
capitalists who were now strong enough to absorb the lion’s share.” 

” These figures from the author's Japan: A Case Study in Development, op. cit., p. 164 


* Briefly: heavy land and business taxes on the large low-income group, high rents, 
loopholes and subsidies for the “dependable” landlord and industrialist classes, severe 
credit rationing, some direct controls 
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1899, a step made possible, in the immediate sense, by a 360 million 
yen Chinese War indemnity, payable in London in pounds sterling. 
Finance Minister Matsukata’s “hope of inviting capital at a low rate 
of interest from gold standard countries in order to help . . . the indus- 
trial growth of the country”** was soon justified. In 1896 and 1914 
government bond issues placed abroad accommodated, on the average, 
a 17 per cent yearly import surplus. By 1904, 195 million yen in 
foreign exchange had been made available; in 1914 this figure stood 
at 1979 millions. In the 1920’s private portfolio and direct investments 
substantially supplemented loans to local and central governments for 
the first time. 

The movement in the factor-price ratios during this second phase of 
Japanese development contrasts markedly with that in the earlier 
period. Except for the years of the first world war, characterized by a 
temporary abnormal scarcity of capital, it is quite clear that this factor 
was now growing at a faster rate than labor. Marginal changes in both 
the relative availabilities and in the extent of market imperfections 
tended in the same direction, towards a relative cheapening of capital. 
The situation now aproaches that with which we are familiar in the 
advanced economy. Relative wage increases (plus, possibly, the antici- 
pation of future changes in the same direction) led to the adoption of 
more advanced methods of production in many areas of Japanese 
industry after the turn of the century.” 

The criteria of economic efficiency now prescribed a movement 
towards the adoption of more capital-intensive methods of production. 
The results of the altered price relationship between the factors are 
seen most clearly in the industrial “rationalization” movement of the 
1920’s.* American cotton was now redisplacing the Indian variety. 
Roving operations geared to heavy labor inputs were gradually cur- 
tailed. Between the first world war and 1930 the machinery input in 
factory industry, in power equivalents per worker, was approximately 
doubled. Even in the multitude of small workshops the increasing 
availability of electric power encouraged the mechanization of such 
processes aS weaving. 

™ Masayoshi Matsukata, Report on the Adoption of the Gold Standard in Japan 
(Tokyo, 1899), p. x11. 


* Also to be considered is the fact that the benefits to be “squeezed” from nonspectacular 
adaptations, better organization, etc., while initially of potentially great importance, do 
historically have narrower physical limits than the ever-increasing pool of labor-saving 
devices. 

““Labor-saving appliances were everywhere in evidence after World War I. The use 
of the warp-stop, of the bobbin magazine attachment and particularly the various in- 
ventions or adaptations of automatic looms . . . teach us that the Japanese . . . recognize 
the necessity to apply mass production methods in view of the . . . increase in wages.” 
Pearse, op. cit., pp. 83, 114 
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During this second phase of Japanese development marginal changes 
in factor endowment resulted in a higher productivity of labor, coop- 
erating with more and better forms of capital. The capital-labor ratio 
seems to have been rising faster than output per worker (see Table 
III, for the spinning industry), which means that capital-output ratios 
will also rise, if at a slower rate than capital-labor ratios.*° The transi- 
tion to the self-generating growth phase in Japanese development was 
marked by the fact that the spectacular capital-output-ratio-raising 
type of substitution innovation now outweighed those of a nonspectacu- 
lar capital-output-ratio-reducing variety. 


“With higher levels of income, shifts in demand towards more capital-intensive final 
goods can be expected to have a similar effect on over-all capital-output ratios. 


THE MULTIPLIER AND THE MARGINAL 
PROPENSITY TO IMPORT 


By Miryvoner Surnonara* 


The point to be developed here is very simple, but it concerns a prob- 
lem long neglected and sometimes completely suppressed by economists. 

Keynesian economics has developed remarkably since the emergence 
of the General Theory. However, theoretical models have usually been 
based upon the drastic assumption that the price level remains un- 
changed in the process of income expansion. The “real” cycle theories 
depending upon the interaction of multiplier and accelerator, for ex- 
ample, have been constructed on this assumption. On the other hand, 
the economics of inflation has been based on the assumption of constant 
output. The intermediate areas, in which both output and prices fluc- 
tuate have rarely been explored.’ By assuming constancy of the price 
level, the usual type of analysis has neglected the difference between the 
real-income multiplier and the money-income multiplier, or the effects 
of the elasticity of the price level with respect to effective demand 
(Keynes’ ¢,) upon the money-income multiplier. In addition, the in- 
fluence of changes in the relative prices of imported goods upon the 
numerical value of the marginal propensity to import (or, say, the 
marginal “foreign leakage’’ ratio) has been assumed away in some of 
those attempts that have been made to analyze open systems.” In this 
article, we analyze the multiplier in an open system with foreign trade, 
taking into account changes in the general price level and in the relative 
prices of imported goods. 


I. The Marginal Propensity to Import and the Leakage 


As we are dealing with an open system, it may be convenient to ex- 
amine, first, unrecognized characteristics of the marginal propensity to 


* The author is assistant professor in the Institute of Economic Research at the Hitotsubashi 
University, Tokyo. This paper was written while he was at Johns Hopkins University and 
Stanford University under a grant of the Rockefeller Foundation. He has profited by helpful 
comments and suggestions from Fritz Machlup, Tibor Scitovsky, H. S. Houthakker, Charles 
Howe, Noboru Kamakura and Colin Clark. 

1 T once attempted to bridge and combine the theory of the multiplier and the analysis of 
price fluctuations. But my analysis was then restricted to a closed system and omitted foreign 
trade. M. Shinohara, ‘Real and Money Income Multiplier,” Annals Hitotsubashi Acad., Apr. 
1953, III, 192-208. 

? Tse Chun Chang, Cyclical Movements in the Balance of Payments (Cambridge, Eng., 1951), 
esp. pp. 79-95; J. H. Adler, ‘United States Imports During the Interwar Period,” Am. Econ. 
Rev., June 1945, XX XV, 418-30; Hans Neisser and Franco Modigliani, National Incomes and 
International Trade (Urbana 1953), Ch. 4, esp. p. 78; J. J. Polak, An International Economic 
System (Chicago, 1953), esp. Ch. 2, 3 and 8. 
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import. Before doing so, however, it is necessary to point out that there 
are three different ways of computing the marginal propensity to im- 
port: (1) the marginal propensity to import in money terms, dM/dY, 
(2) the marginal propensity to import in real terms, 


(3) the marginal propensity to import in physical terms, 


M y dm 
Pn P dy, 
where M, m, and P,, denote the total value, quantity and unit-price of 
imported goods respectively, and Y, Y,(=¥/P) and P represent money 
and real national incomes and the general price index. The second 
propensity employs a common deflator and the third one different defla- 
tors. The distinction between the two is very important, as will be in- 
dicated later. 

Suppose the relative prices of imported goods rise. Then, even if the 
ratio of the physical quantity of imports to real national income were 
to remain constant, the proportion of the “foreign leakage’? would 
naturally increase.* We do not refer here to the problem of the effect of 
relative prices upon the quantity of imports. On the contrary, the effect 
to be emphasized here will be most conspicuous when the relative price- 
elasticity of import demand is equal to zero, for the alteration of the 
relative prices of imported goods will then be reflected perfectly pro- 
portionately in the change in the foreign-leakage ratio. 

Nevertheless, in the ordinary statistical computation of the marginal 
propensity to import, the import quantity (the value of imports divided 
by the import-price index) is assumed to be a function of real national 
income (money national income divided by the general price index). 
This means that the derived marginal propensity to import leaves out of 
account the change in the foreign leakage ratio due to the change in the 
relative prices of imported goods. Therefore, it is not correct to think 
that this marginal propensity to import in physical terms, along with 
the marginal propensities to save and to tax as indicators of “home 
leakage,” will determine the value of the multiplier. 

Yet many statistical studies of the marginal propensity to import 
jump from this computation in physical terms to conjectures concerning 

* Actually, when relative prices of imported goods rise and the terms of trace are adversely 
affected, real income may decline even if real output is constant. This is a supply-side effect, 
and for the convenience of our discussion we neglect it here. We may simply assume that this 


decline of real income is balanced by an increase due to other factors so that the ratio of 
physical imports to real income remains constant. 
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the value of the multiplier. For example, Chang, Polak, Adler, Modi- 
gliani and Neisser all computed the marginal propensity to import in 
physical terms.* Polak and Chang went on to make conjectures as to the 
value of the multiplier. It is possible that they preferred to compute the 
marginal propensity to import in physical terms because they wished 
to derive import demand functions that would be stable. In this respect 
their computations did yield results that were superior to those of com- 
putations carried out in money terms (for instance, De Vegh’s’), for 
even if the latter may sometimes get a higher correlation coefficient, 
it may be a spurious one.® 

When the multiplier is calculated in real terms, as is often done, the 
marginal propensity to import must be expressed in a comparable form; 
we should adopt the marginal propensity to import using a common 
deflator, for it would reflect adequately the ups and downs of the foreign- 
leakage ratio due to changes of the relative prices of imported goods. 
When we use different deflators, the marginal propensity to import may 
be more stable. However, when we use a common deflator, we take into 
account the effects of the relative changes of import prices on the 
propensity to import. Each method has its respective advantages, but 
studies have usually lost sight of the latter (economically more im- 
portant) advantage and have employed the physical-terms method. 

The ordinary marginal propensity to import in physical terms, », 
which Chang, Polak, etc., used is derived from the following equation: 


M/Pa = ut (Y/P) (1) 


where v= dm/dY,. What is the difference between this and the marginal 
propensity to import using a common deflator 


The latter can be expressed as follows: 


dy, (3) dm 2) 
P ) 
* See footnote 2. 


* 1. De Vegh, “Imports and Income in the United States and Canada,” Rev. Econ. Stat., Aug. 
1941, XXIII, 130-46. 

* Prices fluctuate very often in the same direction as changes in physical quantities, and 
thus the cyclical covariation of price and quantity series may entail an apparently high cor- 
relation between imports and national income in money terms, in spite of a possibly poor cor- 
relation of them in real or physica! terms. 
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P,,/P is an index number, and it may take values different from unity, 
according as the real values m and Y, in dm/dY, are defined in terms 
of different base-periods. However if we start from the present instant of 
time when P,,/P is unity, P,,/P may be crossed out.’ For since we are 
concerned with an infinitesimal change and since the difference between 
the base and the current point of time is extremely small, P,,/P may 
still be approximately equal to unity. Equation (2) would then be: 


P,m Pa 
P be P m | 

dy, Po dm 

G) “lL 

Thus, the marginal propensity to import in real terms depends not only 
upon the marginal propensity to import in physical terms (=dm/dY,), 
but also upon the flexibility of the relative prices of imported goods with 
respect to the volume of imports. We must bear in mind that this 
flexibility is not the reciprocal of the price elasticity of import demand. 
It is merely an “observable” or ex post flexibility, as the mode of ex- 
pansion of the equation indicates. 

The differences between the above two coefficients are sometimes 
quite remarkable and very important in countries where the proportion 
of imports to national income is very large and annual fluctuations of 
the terms of trade are marked. If we neglect this fact and use the margi- 
nal propensity to import in physical terms for estimating the numerical 
value of the multiplier, the procedure will entail a serious theoretical 
bias; for we then lack an indispensable ingredient in the construction of 
the multiplier. Furthermore, if an econometric model is constructed in 
physical terms the curious result may ensue that when the terms of trade 
become extremely favorable there will appear to be an import surplus 
measured in physical terms in spite of the actual occurrence of an export 
surplus measured in terms of current values. 

For problems not involving exports and imports, different deflators 
are rarely used. For instance, in the case of the consumption or saving 
function, as a rule a common deflator is used. However, in the Klein- 
Goldberger econometric model, there arise the following discrepancies 
between the two concepts of the personal-saving ratio. In money terms, 
it is 5 per cent (1929), 4 per cent (1949), 8 per cent (1952); whereas in 
physical terms it is 7 per cent (1929), —1 per cent (1949), and 2 per 


7 P,,/P also appears in the left-hand term of equation (2), but here an increment is involved, 
hence it could not be crossed out in this term. : 
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cent (1952). These discrepancies are obviously due to the use of different 
deflators.® 

Since the multiplier is a tool for analyzing the demand side of the 
economy, a common deflator should be used in computing it in order not 
to eliminate the effect of relative price changes upon the numerical value 
of the marginal leakage. In this respect, multiplier analysis is funda- 
mentally different from input-output analysis which is a tool for 
analyzing the supply side. In the latter case, it would be very useful to 
make an intertemporal comparison of the physical production coeffi- 
cients of various industries, by using different deflators.’ 


II. Algebraic Analysis of the Marginal Propensity to Import 


After examining the characteristics of the marginal propensity to 
import as a marginal-leakage ratio, we move to an algebraic explanation 
of the implications of the marginal propensity to import in money and 
real terms. By doing this, we can make clearer the numerical relation- 
ship among the three kinds of marginal propensity to import when 
changes occur in the relative prices of imported goods and the intensity 
of inflation. 

Let us start with the preliminary assumption that the marginal 
propensity to import in physical terms is stable. Transforming equation 
(1), we may write 


Y 
M = uP, + vP (1’) 


By differentiating this with respect to money national income, Y, we 
derive the marginal propensity to import in money terms, 


dP 
dY Pa Pa 


where 

dP Y dY, Y 
-» and ¢ = — 


P av 


Cn * 


the elasticity of the price level and of output with respect to effective 
demand respectively. As Y = PY,, necessarily e.4+e,=1.'° 


*L. R. Klein and A. S. Goldberger, An Econometric Model of the Uniled States, 1929-1952 
(Amsterdam, 1955); Carl Christ, “Aggregative Econometric Models,” Am. Econ. Rev., June 
1956, XLVI, 385-408, esp. 396-97. Christ correctly commented, “Thus their consumption 
function is fitted to a distorted set of data, from the point of consumption decisions.” 

* Cf. Richard Stone and S. J. Prais, “Systems of Aggregative Index Numbers and Their 
Compatibility,” Econ. Jour., Sept. 1952, LXII, 565-83. 

10 The first user of this formula was J. M. Keynes. However, he developed two formulas, one 
measuring Y and P in money terms and another measuring them in wage terms. That there is 
an algebraic mistake was shown in my previous paper, op. cit., pp. 200-03. 


4 
-Y 
dM 
(3) 
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The following important point now becomes evident. Even if the 
physical-terms marginal propensity to import v has great stability, the 
marginal propensity to import in money terms will be variable according 
as P,,/P and e, fluctuate. It would be a serious omission to be satisfied 
with the computation of v alone. 

If prices do not change, 1.¢., e,=1, then 


If the case were one of hyperinflation, t.¢., e,=0, then 
dM 
dY 


(), 


This is because under the assumption of e,=0, an increase of money in- 
come will not induce any increase of real output, t.e., ¥/P is constant; 
and by equation (1), the quantity of imports will also be constant 
when Y/P is constant. Further P,, is also given as a parameter, so 
mX Pn=M is also invariant. This is why dM/dY will be zero when 
¢.=0. This of course assumes away the possible intra- and intertemporal 
substitution through the relative price effect. For instance, when do- 
mestic inflation reduces P,,/P, there will occur a substitution of im 
ported goods for domestic goods. To take account of this fact, our 
equation must be further extended. Let the relative price effect be in- 
troduced in equation (1): 


Pa 
om/6Y, and—{ = ( =). 


Mu!tiplying both sides of the equation by P,, and difierentiating with 
respect to Y, we get the marginal propensity to import in money terms: 
dP 
tP,,? 
d(mP»)} dY : 
dY 


(ve + -) 
Pm m 

+ 


dM Po. 
dy 
where 
(5) - 
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i.e., the price elasticity of import demand. 


If e,=9, 


and if e,=1, then 
dM 
qv 
The fact that dM/dY depends on 7,, indicates that dM/dY is affected by 


the degree of substitution of imported goods caused by the domestic 
inflation. Let us further assume that e,=1 and 7,,=1, then 


M 


Y 


This means the marginal propensity to import in money terms will then 
coincide with the average propensity to import. When e,=1 and n,,=0, 
dM 
— =). 
dY 
We have so far analyzed the marginal propensity to import in money 
terms. This is useful when the multiplicand is an increment of monetary 
expenditure. However, when we want to use the real-income multiplier, 
the marginal propensity to import must be expressed in real terms 
(using a common deflator). Let us attempt this. 
Multiplying both sides of (4) by P,./P, and differentiating with 
respect to real income Y,, we obtain the following equation :" 


€o 


If we assume in this equation that ¢,=0, then 


1 As to the derivation of equation (6), see the Appendix I. 


614 
where 
am P P 
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dM Fas 
dY 
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Po 
v . 


provided that the expression enclosed in { } <0. If the expression en- 
closed in { }>0, it will be—«. If ,.=0, it will be 


because 


What I have shown in this section may be summarized as follows: If 
prices are constant, .e., ¢.=1 and e,=0, then P,,/P is also invariable, 
because P,, is given as a parameter. Therefore the coefficients, & or nm, 
expressing the relative price effect do not affect the volume of imports. 
In this case, dM/dY, as well as 


isequaltoy ——, 
P "Pp 


i.e., it is identical to the marginal propensity to import in physical 
terms multiplied by the relative prices of imported goods. When the 
case is one of hyperinflation, i.¢., e,=0, then the money-terms marginal 
propensity to import 

dM 

This means that in the hyperinflation dM/dY is zero when n,,=0, and 
that the larger the price elasticity of import demand 7,, becomes, the 


615 
P 
If e,=0.5, 
mP 
dy, P 
And if e,=1 (therefore e,=0), 
mP 
P 
dy, 
P 
m 
y, 
| 
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greater the numerical value of dM/dY will be. And in the critical case 
where 7,,=1, the marginal and the average propensities to import in 
money terms coincide with each other. Therefore, when e,=0, the 
marginal propensity to import in money terms £ the average propensity 
to import in money terms, according as 7,,£1. Since 


M 


in the case of ¢,=0, 


And in the critical case where 
dM Y 


The economic implication is clear. Since e,=0, dY/¥ =dP/P, and since 
P,, is constant, dM/M=dm/m. Further since P,, is a parameter, 


Therefore, when e,=0, 


dM Y dm P 


M dP om 


However, when a relative price effect has to be taken into account, 


the results in the case of 
M Y 
P P 


will be as follows: When ¢e,=0, d(¥/P) will be zero. Therefore, the 
marginal propensity to import in real terms will be infinite. Inter- 
mediate cases where 1>e,>0 can be judged from equation (6), but the 
propensity in real terms appears to be more volatile than in money 
terms especially in semi-inflationary stages, for its numerical values 
range from « (when ¢,=0) to 


vy —— (when ¢ = 1). 
P ) 


dM 
d¥Y M 
( 
He ( 
| 
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Even on the assumption that the marginal propensity to import in 
physical terms is stable, it is clear that the marginal foreign-leakage 
ratio which is an ingredient of the multiplier is not always stable, de- 
pending on the instability of P,./P, e. and nn. 


III. Real- and Money-Income Multipliers Reconsidered 


We have explained that even if the coefficient which has a statistical 
stability might be the marginal propensity to import in physical terms, 
the coefficient measuring the marginal foreign leakage adequately as a 
component of the multiplier should be the marginal propensity to im- 
port either in real terms or in money terms, depending on whether we 
are concerned with the real- or money-income multiplier. In this section 
we consider the implications of the preceding analysis for the analysis 
of the multiplier in an open system. 

As we are concerned here with the multiplier in an open system with 
foreign trade and public finance, we must also examine the other two 
marginal-leakage ratios—the marginal propensities to save and to tax 
in order to complete our multiplier analysis. The marginal propensity 
to tax should naturally be in money terms, since the tax rates are ap- 
plied to money incomes. The marginal propensity to save might more 
plausibly be defined in real terms, because the average propensity to 
consume or to save is regarded as a function of real income rather than 
money income. 

For simplicity, we start from the simplest linear consumption function 


in real terms, 
C 
(7) 
P 


where C is money consumption expenditure, and V4 is money personal 
disposal income. From this, we obtain 


C = aP + 


(7’) 


Differentiating this with respect to V4, the marginal propensity to con- 
sume in money terms is computed: 


dC dP aP 
g - = — 
dY, "Ye 
aP 
= + = —- + (8) 
d d 


where we assume that, approximately, 
dP Y dP Ya 
F @s 


= 


| 
| 


618 THE AMERICAN ECONOMIC REVIEW 


When e,=1, we get 


and the full-employment multiplier in the closed system (Goodwin) 
will be calculated from this. Goodwin’s and our multiplier perfectly co- 
incide in this case. When e,=0, 


dC 


b, 


and the ordinary underemployment multiplier will be obtained from 
this. Equation (8) covers both conceivable areas and also intermediate 
cases." It is worth noticing that even if the marginal propensity to 
consume in real terms is constant, the marginal propensity to consume 
in money terms will be larger as the intensity of the price fluctuation 
becomes stronger. For this reason, an international comparison of the 
money-terms marginal propensities to consume and the money-income 
multipliers, once attempted by Richard and W. M. Stone, makes little 
sense.“ 

We denote here as A the various exogenous expenditures, such as 
government expenditure for goods and services G, private capital 
formation /, exports £, and other autonomous expenditures. We assume 
that imports M are siphoned off as a foreign leakage and that savings S 
and taxes 7 are absorbed as domestic leakages during the working out 
of the multiplier process. Then the money-income multiplier would be, 
(9) 


dM 


dY 


Representing d7/dY as t, and substituting equations (8) and (5) into 
(9), we obtain 


dY 1 (10) 
dA m 
1— + t) + = (vee + Nm p 

Y, 


Here, b, t and v are assumed to have stable values, and e,, e, and 


1” R. M. Goodwin, “The Multiplier,” in Seymour Harris, ed., The New Economics (New York, 
1947), pp. 482-99. 

'8 For a comparison of the real- and money-income multipliers in a closed system, see Ap- 
pendix IT. 

“RR. and W. M. Stone, “The Marginal Propensity to Consume and the Multiplier, a 
Statistical Investigation,” Rev. Econ. Stud., Oct. 1938, VI, 1-24. 


— = — +) = 
dV4 Ya Ya 
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dV 4 dY || 
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P,,/P are supposed to fluctuate according to the phases and conditions 
of the business cycle and balance of payments. However, since we cannot 
express their behavior mathematically, they are treated here as param- 
eters. The elasticity 7, is a coefficient derived from a constant 


so it may change and be influenced by the alteration of P,,/P and m. 

The main components of A, 1.e., G, J and £, consist furthermore of 
two parts, prices and quantities. Consequently, we can express them in 
this way, G=gP,; [=iP;; E=eP,. g, i and e denote quantities, and 
P,, P; and P, represent prices. It is very important to observe that 
not only increases in quantity but also mere price rises will be the 
multiplicands of multiplier expansion. 

Furthermore, even in the case of the real-income multiplier 


the mere increases of relative prices (P,/P, P;/P and P./P) will entail 
the multiplier process in real terms. In other words, the changes of 
relative prices can be the multiplicand. This means that even when the 


amount of investment or of exports, deflated by its own price indexes, 
is invariant, it can bring about an increase of real income in so far as 
its value rises when deflated by the general price index. This fact was 
ecognized, first, by Hicks,'® in relation to the changes of P,/P, and 
secondly by Polak,'® in relation to the changes of P,/P. However, in 
general, this point has not been taken into consideration, especially in 
econometrics. 

In the case of the real-income multiplier, we should use 6 in equation 
(7) as the marginal propensity to consume, and equation (6) as the 
marginal propensity to import. However, since the marginal propensity 
to tax was originally defined in money terms, it must be transformed 
into real terms. Assume a linear tax function, 


T=(tY (11) 
where ¢ is the marginal propensity to tax and // is a constant. Dividing 
both sides by the price index P, 


H 
(11’) 
Differentiating this with respect to Y,, 


6 J. R. Hicks, A Contribution lo the Theory of the Trade Cycle (Oxford, 1950), p. 130. 
Polak, ibid., pp. 22-23. 
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(= 
P/ 


This ¢* (the marginal propensity to tax in real terms) is supposed to be a 
component of the real-income multiplier. In equation (12), if e,=0, 
then *=1; if e,=0.5, then t=+H/Y; and if e,=1, then *= «. This 
is because when e,=1, then AY,=0 by definition, whereas the tax in 
money terms will increase more speedily than money national income 
(consequently more than the price level too) under the restriction of 
equation (11). A(7/P) is positive, and, when this is compared with 
AY,=0, we have (*= «., 
As a formula for the real-income multiplier, we can derive an equa- 
tion similar in form to equation (9), 
1 
(13) 
dA, 1— dC,/dY,(1 — dT,/dY,) + dM,/dY, 
where A,=A/P, C,=C/P, Yar=Ya/P, T,=7T/P and M,=M/P. Sub- 
stituting into this equation the coefficients in equations (7), (12) and 
(6), we have an equation for the real-income multiplier. 
dy, 1 


dA, 10 ep +( 
€o Y €o 4 Y, 


When e,=0, the equation will be, 


Pa 

This can also be derived by assuming e,=0 in equation (10) for the 
money-income multiplier. However, in the world in which e,#0, the 
real- and money-income multipliers may differ considerably from each 
other. 

Thus post-Keynesian arguments have been too much simplified by 
assuming a world in which no change in prices occurs and no allowance 
is made for changes in the relative prices of imported goods as a factor 
bringing about fluctuations in the leakage. In making predictions for 
the economy, it becomes necessary to judge the magnitude of e,, because 
the multiplier also depends upon e,. Thus, results of predictions could 
considerably differ, according as prices in the future economy are 
anticipated as stable or inflationary. 
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lV. Conclusion 


It has not been our intention just to complicate the various formulas. 
The purpose of this article has been to clarify the role of absolute and 
relative price fluctuations during the multiplier process, to bring out 
thoroughly the limitations of existing econometric studies on the multi- 
plier, and to attempt to consolidate the theory of the multiplier and the 
analysis of price fluctuations. Post-Keynesian economists seem to have 
become accustomed to arguments in real terms, and to “real” trade- 
cycle theories. However, except during the 1930’s, the price cycle was 
more typical than the real cycle. The amendments of theory which | 
have proposed are particularly significant for countries in which the 
terms of trade are not constant and the ratios of imports to national 
income are comparatively large. In such countries, the ordinary type of 
computation of the marginal propensity to import will not serve as a 
useful tool for formulating economic policy nor for understanding the 
economy. I repeat that the points examined here are very simple, but, 
notwithstanding their importance, they have long been neglected by 
many economists. 


APPENDIX 


I. Equation (6) in the text can be derived as follows: 
Starting from the following equation, 


Ps 2 


and multiplying by P,,/P on both sides of (4), 


Fe 
P P P 


Differentiating this with respect to real income Y,, 


dy, dY dY dY 
Substituting the following results into the above, 


dP 
uP, 


621 | 
| 
| 
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P Y | 
dY 
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dP 
P a( — —— vP,,Y,; 
dY dY 


d(P?) dP tP,,” 
dy 


dP Y &P,? P 
- 2P - = 
Py 


dy, €6 
we obtain the following equation. 
P Cp | m 


dy, 


As the equation is still complicated for interpretation, we may simplify 
it by introducing the price elasticity of import demand, 


m 


ws 
i( ) I 
4 — 2n».m 
dy, P f 


II. Let us compare the real-income multiplier (%,) and the money- 
income multiplier (k,,.) under a closed system in which the influences of 
public finance and foreign trade are assumed away. As 


k, = 


vP P. P. 
d ) v Co — 
Pa\*) d(P?) 
UNe/S ay 
( 
5 
Y 
28( =) 
Y, 
| tm = 
(6) 
dk 
—, an = 
1—b aP 
aP 
(1— b) —e 
k, 
km (1 — b) 
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As it is a closed system, Y = Y,. From equation (a), it follows that when 
¢,=0, k,=km, and when e,=1, 
k, 


Rm 


Since in general (in rigorous terms, if $/Y >0), 


} 
k,, will be relatively larger than k, according as e, becomes larger. In my 
previous article (op. cit.), a modification of equation (a), 
k, S 
— = ¢, + ek, — (b) 
} 
was called the fundamental equation. 
We assume, next, the Duesenberry saving function, 


(Duesenberry) 


where Y,, is the highest real income in the previous peak and 5, is real 
savings. By multiplying both sides by PY,, and differentiating this with 
respect to Y, we get 
d(PS,) Y, 
— = Bp — (1+ 4) —a. (c) 
dY 


This value ranges from 


) = () (2 ) 
née = Ot 
a} whe B a 


when e,=1. The ratio between k, and k,, in the case of the Duesenherry 
function is, 


B (1+ —a 


m r 


2p 


If ¢e,=1, then k,,=k,. 
Modigliani’s saving function was, 


= a* -+ p* ( —j- (Modigliani) 


=1—-— k, 
Y 
aP 
S, 
Y, v0 
| 
(d 
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We merely note here the results of the computation: 


When e,=0, 


d(PS,) +4 
dY a 


iv 


I1f. Colin Clark, in a very helpful comment, points out that, in the 
case of large countries (like the United Kingdom) whose imports repre- 
sent a large fraction of the total supply, P,, may to some extent be a 
function of domestic money income Y. Although P,, is a parameter in 
my system, it now becomes a variable like P. Instead of my equation 
(3), he gets: 

dM Pa Pa 


— — — Com) + 
p — P 


When ¢,=1, 


where 


dP, 
dV Pp 


If we assume e,,,=0, equation (f) equals my equation (3). His equation, 
however, can be simplified into a more interesting form: 
dM dP dy, Pas 
+ 
dy dY dY 
Po M (g) 
=» + tym —* 


P Y 


Then even if e¢=0, dM/dY may not be zero, when e,, is larger than 
zero and M/Y is comparatively large. 


| 
pa 
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FACTOR SUBSTITUTION, CONSUMER WEALTH, 
AND GROWTH STABILITY 


By FRANz GEHRELS* 


The multiplier-accelerator model of national-income growth pio- 
neered by Harrod provides, despite its drastic simplifications, a very 
useful starting point for analyzing the growth process. It is possible 
to introduce a number of modifications which should make the model 
a more useful one without unduly complicating it. Section I sets forth 
a model containing the following modifications: (1) a public budget 
which increases and decreases the money supply; (2) a market for 
equities, which are treated as securities for the determination of the 
interest rate; (3) the existence of some substitutability between fac- 
tors of production; and (4) the addition of household wealth as one 
of the determinants of consumption. The remainder of the paper is an 
analysis of this model to determine by what means balance can be 
maintained between the rate of output growth determined by the scar- 
city of one factor, and the rate of growth warranted by the savings- 
investment relation. Section II will consider whether factor substi- 
tutability by itself can be counted on to maintain balance between the 
two rates of growth. Section III argues that monetary forces acting 
on saving may be required to bear the brunt of the adjustment, because 
of the limitations to substitutability of factors. 


I. Description of the Model 


The following assumptions will be made: 

1. The level of technology is fixed. 

2. There are only two factors of production, labor and capital. 

3. Capital and labor are substitutable within a fairly wide range, 
but there are definite limits given by the state of technology. The 
elasticity of substitution is taken to be unity between these limits 
and then drops to zero at either extremity. This particular value of the 
elasticity is taken for convenience in dealing with the market value 
of equities and does not affect the generality of the subsequent argu- 
ment. Substitution of factors will take place both through changes in 

*The author is assistant professor of economics at Indiana University. He is much 


indebted for helpful criticism to W. C. Cleveland and H. M. Oliver of that institution, 
and to J. G. Witte of Ohio University. 
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factor combinations for particular products and through the substitu- 
tion of products of different factor intensities by consumers. 

4. The general price level of consumer and capital goods combined 
is fixed over time. Prices of individual goods will vary as the interest 
rate and money wages vary. If the interest rate falls, with an increase 
in the ratio of capital to labor, real and money wages must rise, be- 
cause labor’s marginal product rises with the increasing capital-labor 
ratio. This development will raise the prices of labor-intensive goods 
and lower those of goods which are capital-intensive. 

5. There are no costs of government, but the government levies taxes 
on income and makes transfer payments with two simultaneous objec- 
tives: to keep the relative distribution of income by income-classes 
constant, and to maintain full employment. The latter objective may 
require an unbalanced budget; the former would not. The government 
finances its deficits with the issue of money and abstains entirely 
from the issue of interest-bearing securities. Neither commercial banks 
nor a central bank are available for the creation of money. Thus fiscal 
deficits and surpluses are matched exactly by changes in the money 
supply. 

6. Securities issued by the private sector consist solely of high-grade 
riskless equities. From assumption (3) above, that the elasticity of 
substitution between labor and capital is unity, it follows that the 
aggregate income earned by equities is exactly proportional to national 
income. In addition, the income expected from equities will be taken 
as equal to the income currently received from them. 

7. The total market value of equities will depend on the stream of 
income expected from them, and on the rate which the market uses 
to discount this stream. 

The entire system is set forth in four equations, giving investment, 
consumption, the rate of interest, and a definition of national income: 


(1) I = adY/dt — b.dr/dt + A Investment 

(2) C = c(¥ + T) + d(KY/r+ gM) Consumption 
(3) r = f(Y/M) + fr Interest rate 

(4) Y=C+/ National income 


The first equation states that aggregate investment depends on the 
rate of change of income (dY/dt), on the rate of change of the interest 
rate (dr/dt), and on other forces (A) which are treated as autonomous. 
Among the latter may be included access to new resources, demo- 
graphic changes, and alteration in government policy. Not included are 
innovations, because the level of technology is given. One can assume 
that individual investment decisions are compounded from all three 
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elements, but that investment in different sectors is influenced to dif- 
ferent degrees by each. The coefficients in the equation represent an 
average for investment over the entire economy. 

Net investment is a function of the rate of change of the interest 
rate, rather than of its level. This is true because the stock of capital 
required in equilibrium will depend on the amount of labor employed 
and on the rate of interest. The magnitude of the capital stock will be 
adjusted so as to equate its marginal product with the interest rate. 
Each reduction of the interest rate (with given employment of labor) 
leads to a one-time increase of capital. Therefore only a continuous 
reduction of the interest rate can bring about continuous net invest- 
ment. 

The second equation makes consumption a linear function of dis- 
posable income (Y + T) and of household wealth (KY/r + gM). 
T represents the excess of transfer payments over tax receipts; when 
T is positive disposable incomes exceed factor income. The wealth of 
consumers consists entirely of equities and cash. To take a simple 
linear relation between consumption and wealth in the aggregate is 
not inconsistent with the proposition that age and variable income ex- 
pectations influence the wealth-expenditure relation for single house- 
holds." We shall assume that the average age of households remains 
constant, and that the distribution of household incomes above and 
below expected incomes is constant. From assumptions (6) and (7), 
the market value of equities can be written as a constant times national 
income, and discounted by the market rate of interest. More exactly, 
KY is the expected income stream accruing to equities; and the ap- 
propriate discounting formula for a perpetual income stream is 1/r. 

KY/r is not directly related to the physical stock of capital. For Y 
is not a constant fraction of the capital stock at full employment, as 
the proportion of capital to labor may vary. Moreover, the economy 
may not always be at full employment; and the expected stream of 
income to equities is discounted at a variable rate of interest. It is 
even conceivable that the stock of capital might continue to grow for 
a short period, through autonomous forces, while national income 
remained constant. In this event the value of equities would remain 
unchanged as long as the interest rate were held constant.? 


*See in particular F. Modigliani and R. Brumberg, “Utility Analysis and the Consump- 
tion Function: An Interpretation of Cross-Section Data,” in Post-Keynesian Economics, 
ed. by K. K. Kurihara (London, 1955), pp. 388-436. 

* Equities are used in order that household wealth will reflect changes in property in- 
come without requiring any change in the number of securities issued. I first saw this 
device used in the article by L. A. Metzler, “Wealth, Saving, and the Rate of Interest,” 
Jour. Pol. Econ., Apr. 1951, LIX, 93-116. However, Metzler’s purpose was to leave real 
wealth unaffected by changes in the general price level, whereas we assume the price level 
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The only additional form of household wealth is money created by 
the government through budgetary deficits. It is convenient to assume 
that a constant proportion (g) of the money supply (47) is held by 
households, the rest being in the hands of business firms. 

The third equation states that the interest rate depends on the ratio 
of national income to the money supply, subject to the constraint that 
there is a minimum level, ro, below which the rate can not fall. The 
fact that the rate of interest varies not only with the ratio of income to 
the money stock but also with the supply of securities relative to 
money (for portfolio balance), is taken care of by the fact that the 
supply of equities (as measured by the expected income accruing to 
them) varies with income itself. 

However, if our system included a central bank which purchased 
and sold securities on the open market, it would no longer be true that 
the supply of equities would vary only with income. A change in the 
supply of equities would alter the proportion of income consumed, and 
thus also the interest rate requit:d to maintain full employment. Con- 
sequently, creation of money through open-market operations has a 
different effect on growth equilibrium then creation of money through 
the public budget. This proposition was first demonstrated by Metzler, 
but it can be proven in simple fashion by means of our model.’ 

The consumption and interest equations will be altered to read: 

KY -Q 
C=c(¥ +T7)+ a( 
r 


f(Y/M) + 
r= ] m{ ————— 
/M) M 


The new variable, Q, is the amount of equities held by the central 
bank and acquired through open-market purchases. Like the equities 
in the hands of private holders, it is measured by the stream of ex- 
pected income. The additional term in equation (3’), m(- -) 


(where m is a constant), reflects the portfolio-balance requirement for 
households, when both money supply and security supply change. House- 
holds, at any given rate of interest, will wish to decrease their cash 
holdings whenever their security holdings are reduced, in order to keep 


to be fixed. The relation of household wealth to national income is more complicated when 
it consists of bonds, real estate, mortgages, and cash, as well as equities, and when house- 
holds have debt. However, I have argued elsewhere that the main (but not the only) 
determinant of household wealth is still national income. The reader is referred to “Govern- 
ment Debt as a Generator of Economic Growth,” Rev. Econ. Stat., May 1957, XX XIX, 
183-92, for a discussion of these problems. 


*See Metzler, op. cit. 
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the desired balance between the two assets. The market value of 


} 
equities purchased by the central bank is Q/r, and ae is the 
r 


value of those left in the hands of the general public. Q/r and M will 
increase by approximately equal amounts whenever the central bank 
makes an open-market purchase. By equation (3’), the interest rate 


KY 
falls because both (Y/M) and —° diminish. By equation (2’), 


C increases because, while Q/r and M increase equally, r falls and 
thereby raises the market value of those securities remaining in the 
public’s hands. 

Now if we wished to return to the initial higher rate of interest, 
without any further change in the private holding of securities, this 
could be brought about by a rise in the general price level, which would 
reduce the real value of existing cash balances without affecting the 
real value of equities. Alternatively, it could be achieved by reducing 
the money supply by means of a one-time budgetary surplus. We shall 
take the latter course because it is consistent with our stable-price 
assumption made at the outset. In the new position the term 


4 ct) is smaller than before the open-market pur- 

r 
chase. This must be so because KY — O has not been restored to its 
original value, and the amount of M needed to return r¢ to its initial 
value is less than originally. Expressed differently, portfolio balance 
requires a smaller cash holding to match the smaller holding of se- 
curities by households. 

The consequence of reduced household wealth is, by equation (2’), 
less consumption and more saving. Therefore, more investment is 
required for full employment than at the outset, and this in turn calls 
for a reduction of the rate of interest. 


II. The Secular Growth Problem 


The secular growth problem will here be defined in a narrow sense: 
that of keeping the warranted rate of growth of output adjusted to the 
natural rate. The warranted rate is one which just keeps producers 
satisfied with their production and investment plans. This condition 
means that expansion of capacity always is followed by the expected 
increase of output, and there is no unintended investment or disin- 
vestment. The natural rate is more difficult to define for a situation 
with substitutability between factors. With perfect complementarity of 
factors, the natural rate is given by the rate of increase in supply of 
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the factor which increases most slowly. When the production function 
is such that further substitution between factors, in response to rela- 
tive changes in their prices, is always possible, the natural rate of 
growth is such a rate as keeps all the factors fully employed. It will be 
intermediate between the ratio of increase of the factors which have 
the greatest and smallest rates of growth in supply. 

We now examine the role of factor substitution in adjusting the 
warranted and natural rates to each other. In order to concentrate on 
this feature of our model we shall neglect for the moment the forces 
in equation (2) that may alter the share of saving out of income by 
assuming that the saving-income ratio is held constant. 

Suppose that, of the two assumed factors, the supply of labor is 
initially increasing more slowly than the stock of capital. Output will 
then be increasing at a rate somewhere between the rates of growth 
of labor supply and capital stock. But equation (1) shows that: the 
increase of capital can be more than proportional to the growth of in- 
come only if the interest rate is falling, or if, temporarily, autonomous 
forces are sufficiently great. According to equation (3) a falling inter- 
est rate can be brought about by increasing the money supply faster 
than income. But the interest rate can only fall to ro. Once this point 
is reached, the capital stock will again become a constant multiple of 
income and increase only in the same proportion as income. But the 
growth of capital can then no longer pull the rate of output growth 
above the growth rate of the labor supply. The three rates expressed 
in percentage terms must therefore reach equality at the growth rate 
for labor, which is then the natural growth rate. 

An interesting problem now arises in connection with the warranted 
rate which can best be described as a mathematical property of some 
growth functions. In growth models it is commonly assumed that 
saving is a constant proportion of income. Since saving and invest- 
ment are equal, the warranted rate of increase in the capital stock 
must also be proportional to that of national income. But the capital 
stock itself behaves as the integral of investment, which, as we saw, 
is proportional to income. Now for many simple growth functions the 
integral will have a power index greater by one than the function it- 
self. Consequently, the capital stock must in such cases outgrow na- 
tional income. A fortiori, it must also outgrow the labor supply. This 


8 K# 
‘ For example, if ¥Y = Ki, ¢ being time and K being a constant f Ydt = —;if Y = Kr, 
2 
t Kr 
n also being a constant, f Ydt = ——— 
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disparity can be accommodated as long as a declining interest rate in- 
duces further substitution of capital for labor. When the limit of sub- 
stitution has been reached, the growth of capital becomes excessive 
and a decline of investment causes a downturn of income. Thus, a lim- 
ited factor substitutability has not saved us from an eventual clash 
between the warranted and natural rates of growth. The former must 
increase and the latter must decrease from the common equilibrium 
rate, once factor substitution has come to an end 

There is an exception where this problem may not arise, and that 
is the case where the limiting factor, labor, happens to increase over 
time at an exponential rate.° As before, the growth of total output 
would slow down and eventually attain the rate of increase of the labor 
supply. Net investment, being proportional to income, would increase 
at the same rate. The capital stock, as before, would grow as the in- 
tegral of income; but the integral of an exponential function is pro- 
portional to the function itself, and so the capital stock would grow at 
the same rate as income. This alone does not assure that the warranted 
rate would be adjusted to the natural rate; for the equilibrium capital- 
output ratio may be too small in relation to the savings propensity, and 
the warranted rate may therefore be too great for the natural rate. 
However, if the range of substitutability is great enough, the capital- 
output ratio can be adjusted upward to the extent necessary to align 
the two rates.® 

A priori, there is little basis for preferring one growth function over 
another, when considering the growth in time of the labor supply. How- 
ever, in a world with limitations of space and primary resources, it may 
be more reasonable to assume that the labor supply grows at some 
rate which is less than exponential. In such a case the problem out- 
lined above, of redundant capital, would eventually appear when sub- 
stitution possibilities reach their limit. 

It is also interesting to examine briefly the situation opposite to the 
foregoing, where labor is redundant because of an initial deficiency in 
the supply of capital. Assume that either technical limitations or a 
floor under the real wage prevents more than a fraction of the labor 
supply from being employed with the existing stock of capital. Such a 

*Y = bKe"' is an example of an exponential function (with b another constant). Its 
integral is Ke*’ which increases with time at the same relative rate as VY itself. This is 


the case dealt with at some length by Robert Solow in “A Contribution to the Theory of 
Economic Growth,” Quart. Jour. Econ., Feb. 1956, LX XX, 65-94 


* Let V be the capital stock. Then, corresponding to equation (1) and neglecting autonomous 
V br 
investment, -- = a — ~-+ ais thus the maximum equilibrium ratio of capital to labor, as ¢ 
diminishes and Y increases over time. 
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situation may describe an important part of the difficulties of under- 
developed areas. 

Assume, as before, that net saving is a constant share of income, 
although it may be a very small one. Since the supply of labor is no 
limitation, the path of actual and warranted output is an exponential 
one. The rate of growth could not be slower than this without the capi- 
tal stock growing more rapidly than output and thus not being fully 
utilized at the constant rate of interest prevailing in this situation. 
Only the exponential rate permits capital stock and output to grow at 
exactly the same rate. With an excessive supply, labor is likely to be 
constant, or to increase only at a less-than-exponential rate. Eventually, 
but perhaps after a great time lapse, capital will have caught up with 
labor and absorbed it all in the productive process. From that point 
onward, the problem will become that of the advanced countries dis- 
cussed above, with capital tending to become the excessive factor. 

Thus it appears that oversupply of labor, so pressing a problem in 
some parts of the world, may be only a phase, if an extended one, in 
the development of these areas. This appears true even under the 
pessimistic assumption of constant technology made throughout this 
paper. 


Ill. Monetary Policy Affecting Consumption 


The previous section has consciously neglected some important ad- 
justing forces in our model in order to concentrate on its less familiar 
aspects. Here we shall summarize the elements affecting the ratio of 
consumption to national income, as expressed in equation (2). They 
are three in number: (1) changes in disposable income through changes 
in 7 (the public deficit) relative to Y; (2) changes in household 
wealth through changes in the rate of discount, 7, for claims to future 
income; and (3) changes in household wealth through changes in the 
money supply (or public debt) not offset by changes in household 
indebtedness. 

Suppose that income grows at less than an exponential rate and that 
the deficit is a constant proportion of income. Then, by the same argu- 
ment as above for the capital stock, the supply of money (or the public 
debt) must grow at a faster rate than income; for the money supply 
grows in proportion to the integral of income. Consequently, the in- 
terest rate will fall continuously until it nears ro. Household wealth 
then increases relatively to national income for two reasons: the capi- 
talized value of expected income increases, and household cash hold- 
ings grow more rapidly than income. Once the interest rate has come 
close to its lower limit, the second force alone will operate. Consump- 
tion will in consequence increase, and saving decrease, relatively to 
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national income. By this means, the warranted rate of growth can be 
diminished to whatever extent necessary to bring it into line with the 
natural rate. What factor substitution fails to accomplish is thus 
brought about by the effect of monetary factors on consumption, 

To summarize, we may say that the introduction of factor substitu- 
tion has had rather disappointing results, except under special assump- 
tions as to rates of growth and limits to substitution of factors. Conse- 
quently, adjustments of the interest rate would seem to have limited 
effect in dealing with the secular growth problem as defined in the 
present model. Stability of growth still depends heavily on the proper 
use of the public budget to adjust disposable income and household 
wealth. 
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CED’S STABILIZING BUDGET POLICY AFTER TEN YEARS 


By Water W. HELLER* 


The year 1957 is an appropriate time to take stock of the prescrip- 
tion of the Committee for Economic Development for the role of fed- 
eral tax policy in economic stabilization, not only because tenth anni- 
versaries are good occasions for stock-taking, but more important 
because recent experience in positive monetary and fiscal policy calls 
into question some of the assumptions and judgments on which CED’s 
“stabilizing budget policy” is based.’ Recent modifications of the origi- 
nal CED formula, together with CED’s current re-examination of its 
entire monetary-fiscal policy, also suggest that a reappraisal of the 
stabilizing budget policy may be timely.” 

A review of CED’s tax policy for economic stability is a review of 
the dominant theme in postwar fiscal-policy thinking. A dozen years 
ago, in view of depression and war experience and under the intellec- 
tual impact of Keynes, Hansen, and Lerner, it appeared that the dis- 
credited dogma of annual budget balancing might be replaced in the 
affections of most economists—even if not in the halls of Congress and 
the White House-——by a policy of compensatory or functional finance. 
But instead, by 1949, the doctrine of automatic flexibility largely held 
sway—a doctrine which confines the role of budget policy in economic 
stabilization to the contribution it can make within the limits of (1) 
marginal budget balancing, (i.e., matching of new expenditures with 
new tax revenues even though the budget as a@ whole may be un- 
balanced except at some agreed high level of national income), and 


* The author is professor of economics at the University of Minnesota. He is indebted 
to his colleagues John H. Kareken and Harlan M. Smith for many helpful criticisms. An 
earlier version of this paper was presented at the April 1957 meeting of the Midwest Eco- 
nomic Association 

"The basic decument in which the stabilizing budget policy was first enunciated is 
Taxes and the Budget: A Program for Prosperity in a Free Economy (New York, Nov. 
1947). Restatements are available in the 16 national policy statements and other pam- 
phlets on fiscal and/or monetary policy issued by CED since 1947. The latest restatement 
is in The Budget, the Economy and Tax Reduction in 1956, issued June 1956. The May 
1957 statement, Tax Reduction and Tax Reform-—-When and How, contains no explicit 
statement or application of the stabilizing budget policy 

* Having toiled rewardingly in the CED vineyards as a consultant and technical advi- 
sor on budgetary policy, and having been among the worshipers at the shrine of fiscal 
automaticity, I should perhaps note that this reappraisal has not been entirely unagoniz- 
ing. 
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(2) the deficits and surpluses automatically generated by fluctuations 
in the level of national income (augmented by discretionary changes 
only in “serious recessions or inflations). 

What turned the main stream of economic-policy thinking so 
strongly towards automation of fiscal policy? Intellectual antecedents 
are not hard to find in the writings on built-in flexibility of Gunnar 
Myrdal, A. G. Hart, Alan Sweezy, Beardsley Ruml, and even Alvin 
Hansen in the late ’thirties and early ’forties.’ But what pushed their 
efforts to the center of the policy stage and led to the de-emphasis of 
discretionary compensatory finance? Among the factors that played a 
major role were: (1) the expansion of the federal budget to a size 
which made automatic flexibility quantitatively important; (2) the 
shift of emphasis from secular stagnation to the problem of cyclical 
fluctuations, a shift which gave a higher priority to flexibility and re- 
versibility' in policy; (3) the disappointing record of the immediate 
postwar economic forecasts that seemed to undercut the foundation on 
which discretionary policy must rest; and (4) the attractions of a 
budgetary policy based on automaticity and marginal budget balancing 
as a pragmatic middle ground on which a consensus of otherwise 
widely divergent groups might be reached.‘ 

Among professional economists, a remarkable degree of consensus 
on underlying fiscal strategy was, in fact, reached. After issuance of the 
basic CED statement in 1947 and important further explorations of 
built-in flexibility and automatic policy by A. G. Hart, Richard Mus- 
grave and Merton Miller, and Milton Friedman, this trend of thinking 
culminated in the “Princeton Manifesto” of September 1949. In it, 16 
economists of such widely differing persuasions as Howard Bowen, 
Howard Ellis, J. K. Galbraith, James K. Hall, Paul Samuelson, Sumner 
Slichter, Arthur Smithies, and Jacob Viner agreed unanimously on a 
set of policies centering on built-in flexibility buttressed by more or 
less automatic supplements. The essence of their recommendations was 
embodied in the Douglas subcommittee report early in 1950.° 

*For a useful survey of this subject, see N. F. Keiser, “The Development of the 
Concept of ‘Automatic Stabilizers’,” Jour. Fin., Dec. 1956, XI, 422-41. His survey im- 
presses one with the multiplicity of antecedents which provided the raw materials of the 
CED policy. However, to CED and its present research director, Herbert Stein, must go 


most of the credit for developing the specific rationale by which fiscal policy could 
simultaneously serve two masters, i.¢., economic stabilization and budgetary discipline. 

*For an analytical discussion of the background, content, and rationale of CED's 
policy, see Herbert Stein, “Budget Policy to Maintain Stability,” in Problems in Anti- 
Recession Policy, Committee for Fconomic Development (New York, 1954). 

*Joint Committee on the Economic Report, Monetary, Credit and Fiscal Policies, 
81st Cong., 2nd Sess., Sen. Doc. No. 129 (Washington, 1950), esp. pp. 11-17. “Federal 
Expenditure and Revenue Policy for Economic Stability,” the statement of the 16 
economists who had been convened by the National Planning Association at Princeton 
(in September, 1949), was published in Am. Econ. Rev., Dec. 1949, XXXIX, 1263-68. 
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It should be noted that the Princeton statement, for all its automa- 
tion of fiscal policy, fell short of a complete victory of rules over 
authority. It left considerable room for discretion in the light of “re- 
cent events and the outlook for the near future.” For example, it pro- 
vided that under conditions of unemployment and deflation, tax in- 
creases to match new expenditure programs should be suspended until 
they could be put into effect without impeding recovery. In addition, 
it urged that the possibilities of “formula flexibility” be explored since 
automatic flexibility was no more than “a first line of defense.” The 
statement also called for “more strenuous fiscal measures” ‘where 
there is a definite expectation, justified by events, of serious recession 
or inflation . . .,” a prescription which left considerable latitude for 
differences of interpretation among the signers. Thus, although the 
Princeton statement represents the high-water mark of the doctrine of 
fiscal automaticity (among economists, at least), it did not go as far as 
CED’s original stabilizing budget formula in relying on automatic 
stabilizers. 


I. The Stabilizing Budget Formula and Philosophy 
The main elements of current CED fiscal doctrine as presented, ap- 
plied, and modified in a series of policy statements since 1947 may be 


summarized as followed: 
1. The Balanced Budget Rule. (a) Tax rates shall be high enough 


to balance the cash budget at high employment (defined as employment 
equaling 96 per cent of the labor force)—the rule of “high-level bal- 
ance’”;* and (b) additional expenditure programs shall be matched by 
additional taxes (in terms of their high-employment yield) to maintain 
this balance at high employment—the rule of “marginal budget balanc- 
ing.” These rules also require that cash surpluses generated by eco- 
nomic growth be eliminated by tax reduction. 

2. Automatic Flexibility. Surpluses and deficits generated by infla- 
tionary and deflationary deviations from high employment should be 
welcomed as stabilizing influences, but tax rates should not be altered 
to magnify these surpluses and deficits as an offset to moderate eco- 
nomic fluctuations. 

3. Nonautomatic Deviations. Given severe inflation or unemploy- 
ment, either at hand or clearly in the offing, discretionary changes in 
tax rates (and, more reluctantly, in expenditure programs) may be 
made to enlarge the deficits or surpluses beyond the levels generated 

* The original 1947 formula called for a $3 billion surplus at the agreed high level of 
employment, but implicitly in 1952 and 1953 and explicitly in 1954, CED changed its 
fiscal target to a balanced cash budget at high employment. Since the choice of a sur- 
plus, balance, or deficit as the high-employment target is an arbitrary one, a more 
generalized label such as “a fixed revenue-expenditure relationship at high employment” 
would be more accurate. 
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by built-in flexibility. Recessions or inflations falling short of this 
“severe” category may call for some adjustments in the effective dates 
of tax changes designed to maintain high-level balance. 

4. Other Exceptions. Large, temporary bulges of expenditures need 
not be covered immediately by tax increases. Surpluses generated by 
economic growth or expenditure reductions should not be converted 
into tax reductions until they are large enough and certain enough “to 
give room for significant tax reform” without danger of creating deficits 
during prosperity.’ 

5. Relation to Other Policies. “The stabilizing budget policy .. . 
should be regarded as part of an overall financial policy for greater 
economic stability, in which not only budget policy but also monetary 
policy, debt management, federal loans and guarantees have important 
functions.’” 

What assumptions underlie these policy prescriptions? Most basi- 
cally, CED policy rests on the assumption that human frailties and 
institutional deficiencies—reflected in imperfections and errors of fore- 
casting, slow-moving executive and legislative processes in taxation, 
and a tendency of human beings to be timid, unpredictable, and biased 
towards inflation—make it necessary to utilize automatic rather than 
discretionary fiscal changes in national stabilization policy. As Herbert 
Stein put it, “The Committee apparently felt that this plan embodied 
all that fiscal policy could do—in the existing state of affairs—to main- 
tain stability. While ‘stronger’ programs could be easily conceived, 
the Committee argued that these stronger programs are likely to be 
unstabilizing, because of errors of forecasting, lags, and biases in the 
decision-making process.’”” 

Second, even if human and institutional factors were favorable to 
countercyclical manipulation of tax rates, the desirable “disciplinary 
effect” of the marginal-budget-balancing rule would still argue for re- 
stricting the ordinary scope of fiscal policy to its built-in flexibility. 
This restriction permits taxes to play their traditional role as a re- 
straint on expenditures. 

CED policy appears to reflect two additional articles of faith. The 
first is that stabilization policy, if forced to choose, should give a rela- 
tively strong guarantee of price stability and a relatively weak guaran- 
tee of full employment, lest it promote secular inflation. 

The second is that heavy reliance on monetary controls for economic 
stabilization is desirable not only because of their effectiveness as a 
tool for stabilizing aggregate demand (an economic judgment) but 


"CED, The Budget, The Economy and Tax Reduction in 1956 (New York, 1956), 


p. 7. 
* Thid., p. 6 
* Stein, op. cit., p. 87. 
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also because their effects on resource allocation and income distribution 
are preferred to those of a more aggressive use of fiscal policy, given 
our present and prospective tax-expenditure structure (a value prefer- 
ence). 


II. The Issues of Neutrality and Discretionary Action 


In evaluating the stabilizing budget policy, one should be careful 
to distinguish between true and false issues. In particular, there may 
have been some misunderstanding on the question of budget neutrality 
and the role of discretion in CED’s policy. 

Neutrality. First, those who espouse high-level balance and marginal 
budget balancing cannot claim (nor does CED claim) that a balanced 
cash budget will be neutral in its impact on aggregate demand at high 
employment nor that balanced-budget increments will be neutral at 
whatever level of employment they are introduced. It is not surprising 
that there should be misunderstanding on this point since a policy de- 
signed to run a surplus above a “satisfactory high employment”’ level 
and a deficit below that level may seem to say that the budget is neutral 
at that level. But several considerations quickly make it clear that 
balance is not at all synonymous with neutrality. 

Only a brief reminder of multiplier theory is needed to establish 
this point. The somewhat battle-scarred “balanced budget theorem” 
makes clear (1) that matched increments of taxes and factor-purchase 
expenditures are very likely, if not certain, to have an expansionary 
effect, and (2) that this effect will vary with consumption propensities 
and with government expenditure leakages via imports, purchases of 
capital assets, and the like.’® Or, turning from marginal to total budg- 
ets in terms of high-level balance, we are long since aware that differ- 
ent types of expenditure activity and different types of revenues may 
have different multipliers. There is no reason to believe that the multi- 
plied income effects of the two sides of the budget will balance each 
other just because revenues and expenditures happen to be in balance. 
Neutrality would require attaching a multiplier to each category of 
taxes and expenditures and then balancing the two sums of the multi- 
plied products." 


"For a good bibliography on the subject and for the latest rounds in the controversy 
on this theorem, see W. J. Baumol and M. H. Peston, “More on the Multiplier Effects 
of a Balanced Budget,” Am. Econ. Rev., Mar. 1955, XLV, 140-48, and the “Comment” 
by Alvin Hansen, together with their “Reply,” Am. Econ. Rev., Mar. 1956, XLVI, 157-62. 

“For an interesting attempt to estimate the initial demand effects of various broad 
classes of federal expenditure and revenues, see Arthur Smithies, “The Impact of the 
Federal Budget,” Rev. Econ. Stat., Feb. 1947, XXX, 28-31. See also A. H. Conrad, “The 
Multiplier Effects of Redistributive Public Budgets,’ Rev. Econ. Stat., May 1955, XX XVII, 
160-73. 
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At a cruder level of budget definition, one encounters significant 
year-to-year shifts in budget coverage and timing which upset the 
relationship between the size of the federal cash surplus or deficit and 
the size of federal subtractions from or additions to private-income 
flows. For example, a transfer of the financing of certain farm price- 
support operations from the budget into the banking system via “cer- 
tificates of interest” reduced recorded federal expenditures and deficits 
by over $1 billion in fiscal 1954. The “Mills Plan” for speeding up 
corporate income-tax payments fattened federal receipts by $1 to $2 
billion a year for five years without changing corporate-tax liabilities. 
Year-end manipulations can shift significant amounts of revenues and 
expenditures from one year to another. For example, the devices of 
retarding the processing of tax payments and accelerating the payment 
of certain bills have been used to shift hundreds of millions of dollars 
of budget surplus from one year into the next. The shifting content of 
the budget as an economic yardstick of government activity not only 
interferes with any concept of budget neutrality but poses special 
problems for the managers of federal fiscal policy. If those managers 
are tightly tied to a rule of high-level budget balance, they will have 
less flexibility to adjust tax levels to compensate for these budget va- 
garies, thereby throwing an added burden on monetary policy as the 
economic adjuster. 

Finally, federal surplus and deficit figures fail to reflect adequately 
the far-flung federal credit programs, which have an important im- 
pact on private income and investment. Budget estimates for 1958 
show net expenditures of only $1.4 billion for these programs. Yet 
total new commitments in the form of loans, investments, guarantees, 
and insurance will exceed $21.0 billion. Outstanding federal guarantees 
now cover over $50 billion, or 13 per cent, of total private debt.’* Al- 
though largely outside the budget, federal credit programs have a posi- 
tive role to play in economic stabilization (as CED policy recognizes). 

Discretion, A second issue is that of implicit and explicit discretion 
involved in the stabilizing budget policy. Can this policy, and does it, 
live by rules alone? Does it draw a defensible line between rules and 
authority? Samuelson argues persuasively that there is no such thing 
as a truly automatic mechanism in fiscal policy.'* Not only is the mech- 
anism established, continued, modified, and abolished by discretion, 
which rules out any “notion of a genuine difference of kind” but, more 


"The Budget of the United States Government for the Fiscal Year 1958, Budget 
Message of the President and Summary Budget Statements (Washington, 1957), pp 
1103-05 

*P. A. Samuelson, “Principles and Rules in Modern Fiscal Policy: a Neo-Classical 
Reformulation,” in Money, Trade, and Economic Growth (New York, 1951), pp. 162-66. 
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than this, “efforts to establish a logically rigorous difference of degree 
have not met with success.” This does not rule out the pragmatic case 
for pursuing the kind of discretionary action which an automatic mech- 
anism provides, but it does do violence to any concept that a non- 
automatic policy is uncertainly managed by fallible men while an auto- 
matic fiscal policy is divinely guided by infallible rules. 

There are also many explicitly discretionary features in CED’s 
policy. It is left to human judgment to decide when a recession is so 
moderate that one leaves tax rates competely untouched, when it has 
reached the point that makes it advisable to suspend the effective dates 
of tax increases, and when it is “serious” or “severe” enough (CED 
does not define these terms) to call for outright compensatory rate 
changes. There are even more difficult decisions on the inflationary 
side: when is the revenue surplus clearly a product of economic growth 
which threatens to retard the rate of further growth, and when is it a 
welcome contribution (perhaps even too small a one) to the fight 
against inilation? 

CED ’s fiscal formula provides these general guidelines on a surplus 
at full employment: if employment does not exceed 96 per cent of the 
labor force, a substantial surplus signals tax reduction, but if employ- 
ment rises above 96 per cent, one should hold the tax line against in- 
flation, But what if 96 per cent is just a point on a clearly rising trend 


of employment, or if it is accompanied by a rising price level? Should 
one simply project the existing employment and price levels into the 
future, follow the formula, cut taxes, and leave the rest of the job to 
monetary policy 


“In two recent policy statements (Tax Policy in 1956, Dec. 1955 and The Budget, 
The Economy and Tax Reduction in 1956, June 1956), CED interpreted its rule in a 
setting of roughly 4 per cent unemployment, rising price levels, and prospective budget 
surpluses of $3 to $4 billion. It called in efiect for climination of the surplus. In its 
December 1955 statement (p. 5), CED said, “Although the actual figure may turn out to 
be more or less than this, we believe an assumption that taxes can be cut by $3 or $4 
billion is a reasonable basis for considering what kind of a tax reduction program is 
most desirable.” The actual cash surplus for fiscal 1956 was 34.5 billion. In the June 1956 
statement (p. 8), CED recommended that decisions on tax cuts (to take effect January 1, 
1957) “should be based on a comprehensive, authoritative review of the 1957 budget 
prospect”; the Budget Bureau's Mid-year Budget Review estimated the fiscal 1957 cash 
surplus at $3.7 billion. Apparently, tax cuts of this magnitude were felt to be justified 
even in the face of incipient inflation on grounds (a) that the transition from a non-CED 
policy to the CED formula required elimination of the budget surplus at %6 per cent 
employment and (b) that additional inflationary pressure generated by moving onto the 
CED track was to be offset by a tightening of monetary policy, thus combining a less 
* restrictive budget policy with a more restrictive monetary policy. While this was per 
haps a correct application of the CED formula (though unemployment figures hovering 
between 3.2 and 3.7 per cent of the labor force in the last half of 1955 raise some doubts 
on this score about the late-1955 recommendation), one may question whether it was a 
wise recommendation in the light of the facts available at that time (i.e., not just in 
retrospect). 
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Two considerations suggest that CED’s generally affirmative answer 
is not as doctrinaire as one might infer from overemphasis on the auto- 
maticity of the stabilizing budget rule. First, in a current study of the 
problem of inflation, CED is considering this question: does the eco- 
nomic record of the postwar decade establish reliable clues to the 
“terms of trade” between the level of unemployment and the rate of 
increase in the price level? Is 4 per cent the magic number that is con- 
sistent with a O per cent price rise? Or are the terms of trade such that 
insistence on a 3 per cent unemployment target will bring about a 1 to 
2 per cent price rise per annum? Once these terms of trade have been 
established empirically, of course, one still has to make a choice be- 
tween the higher level of employment with the greater inflation poten- 
tial and the lower level with the greater likelihood of price stability.’ 

Second, CED has opened the door slightly to further exercise of 
discretion in its year-to-year applications of the rule. For example, 
concern over inflation in 1955 apparently influenced CED’s choice 
among alternative budgetary predictions in a direction indicating no 
tax reduction at that time, and in 1956 led it to suggest that the effec- 
tive date of proposed tax cuts be deferred to January 1, 1957. 

Given this much discretion in the management of its fiscal formula, 
why does CED stop so far short of full discretion? Is it justified in 
assigning to fiscal measures an essentially passive role and to monetary 


measures a decidedly active role in stabilization policy? The search 
for an answer leads us to consider the forecasting issue, the relative 
effectiveness and impacts of monetary and fiscal policy, and the ex- 
penditure discipline of CED’s budget-balancing rule. 


III. Economic Forecasting and Diagnosis in Stabilization Policy 


Deficiencies in our ability to forecast have loomed large in CED’s 
case for automaticity in budget policy coupled with heavy reliance on 
flexible credit policy.’* But forecasting is only one element of a broader 
issue. The question is not merely (a) whether forecasts of future eco- 
nomic conditions are reliable enough to permit discretionary preventive 
action but (b) whether diagnoses of current business conditions and 


*Note that CED has long since abandoned its initial 1947-48 position of trying to 
roll prices back to a pre-existing (lower) level. As introduced in 1947 and applied in 
recommendations to the Senate Finance Committee in 1948, the CED formula used the 
early-1947 price level in its calculations of high-employment national income, federal 
expenditures, and revenues. But by 1949, it became apparent that a roll-back of prices 
to 1947 would involve severe tax rates and serious threats to full employment. Starting in 
1949, CED has employed the current price level as the basis for its calculations. The 
effect of this is (1) to accept past inflation as a fait accompli, but (2) to assume that 
future inflation will be prevented by appropriate stabilization policy (or by develop- 
ments in the private economy) 

"See, for example, CED's The Stabilizing Budget Policy (New York, 1950), pp. 5-6 
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movements should be used to guide tax and expenditure policies as in- 
struments of discretionary remedial action.’ CED does not eschew 
this “comprehensive look” at the economic situation, but, except in 
severe recession or inflation, it permits only monetary policy to re- 
spond to and be guided by the resulting diagnosis. 

What conditions would be sufficient to make a defensible case for 
letting fiscal policy also respond to the “comprehensive look” rather 
than keeping it on a straight and narrow path with the aid of blinders 
attached by the CED rule? The first is that information excluded from 
the decision-making process under the rule would, if granted entry, 
clearly call for remedial or preventive fiscal action where the CED 
rule calls for inaction or contrary action. The second is that the infor- 
mation be reasonably complete and reliable. 

As suggestive rather than conclusive demonstrations that these con- 
ditions may be met, the following four sets of situations which seem 
to find counterparts in postwar experience may be postulated. All four 
are presumed to occur in a setting of roughly 96 per cent employment 
and short of the boundary line labeled “serious inflation.” 

1. One case combines ample capital capacity, gently rising consumer 
demand, and strong pressures for public, especially state-local, con- 
struction; the other combines limited capital capacity, strong consumer 
demand, and little pressure for public construction. The first case might 
well call for credit restrictions, a balanced federal-state-local budget, 
and some federal tax reductions or tax sharing to put more fiscal re- 
sources at the disposal of state-local government; the second suggests 
less monetary restrictions, federal budgetary surpluses, and less trans- 
fer of fiscal capacity to state-local government. 

2. In one case the 4 per cent unemployed group consists of regular 
members of the labor force pressing for a job, while in the other the 
group consists largely of people who are only loosely part of the labor 
force (elderly persons, housewives, etc.), and who less adequately 
satisfy employer needs. The second case may require more restrictive 
budgetary policy than the first. 

3. In one case, “privately financed deficit spending on government 
account” (e¢.g., business borrowing to cover construction and produc- 
tion costs incurred on the basis of military orders) may be large and 
rising as in 1951-52, in another, small and falling, as in 1956-57."* 


"In putting the point this way, I am not unaware, first, that remedial action for 
current economic ills must either be appropriate to future economic circumstances or 
be quickly reversible and, second, that the discussion here sidesteps for the moment the 
question of how rapidly tax and expenditure policy can respond to the economic informa- 
tion and diagnosis we put at its disposal 

"For a development of this concept and statistical estimates of the magnitudes involved, 
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The former situation might call for a larger federal surplus, the latter, 
a smaller one, than CED’s rule.”” 

4. Most cases of inflation will satisfy the traditional assumption 
(accepted by CED) that with stable tax rates and expenditure pro- 
grams, the federal surplus will automatically grow and thereby dampen 
inflationary pressures. But the possibility of a disturbing alternative 
case has been raised by 1957 experience. In this case, the type (or 
stage) of inflation may be such as to expand federal expenditures for 
military procurement, public construction, and government salaries 
faster than federal revenues expand. The resulting decline in the sur- 
plus might be the signal for a tax increase if inflationary pressures 
were diagnosed as persistent.” 

On the recession side, the need for going behind the aggregates as a 
basis for determining the appropriate fiscal policy can also be illus- 
trated. R. A. Gordon makes a convincing case for early diagnosis of a 
moderate downturn to determine whether it is (1) a “pure” minor re- 
cession calling for reliance on automatic stabilizers, easy money, and 
perhaps discretionary action to liberalize unemployment payments and 
accelerate light public works expenditures or (2) an “intermediate” or 
“hybrid” recession calling for the “fullest scope of the conventional 
instruments of stabilization policy. . . .”” 

The foregoing discussion serves to illustrate the case, conceptually, 
for discretionary adjustment of fiscal policy to take account of a far 
broader range of information than is admissible under the CED rule. 
But one should also confront the forecasting issue on CED’s own 
terms as a basis for preferring its rule to a managed compensatory 
fiscal policy. 
see A. G. Hart, “Fiscal Policy. Implications of Reductions in Appropristions for Fiscal 
1958,” Fiscal Policy Implications of the Fconomic Outlook and Budget Developments: 
Hearings before the Subcommittee on Fiscal Policy of the Joint Economic Committee 
(Washington, 1957), pp. 72-76. 

* Whether one should consider such induced deficits as a manageable stabilization- 
policy variable or as part of the complex of developments in the private sector to be 
counterbalanced, if necessary, by budgetary and monetary policy depends in good part 
on their controlability. From Hart’s analysis one may infer that while they may be 


controlable by military authorities, they are not likely to be controlable by stabilization 
authorities 

*”To test the traditional and alternative assumptions on inflation’s budgetary impact 
calls for analysis and, to the extent possible, measurement of the relative behavior of 
government resource-using expenditures, transfer payments, and various kinds of taxes 
under the impact of different types and stages of inflation. 

"R.A. Gordon, “Types of Depressions and How to Combat Them,” Policies to Combat 
Depression, National Bureau of Economic Research (Princeton, 1956), pp. 13-16. Gor- 
don’s analysis leads him to conclude that “Discretionary action, extending beyond the 
field of merely monetary policy, is necessary in all except relatively pure minor cycles” 
(p. 12). 
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First, managing even an “automatic” budgetary policy involves 
many explicit and implicit forecasts. To calculate revenues and ex- 
penditures under existing programs in terms of the “assumed high 
level of employment” requires assumptions or projections (forecasts? ) 
of price levels, labor force, and productivity. Projection of the current 
price level into the future involves obvious hazards, and the jerky rate 
of gain in productivity (e¢.g., fast in 1955 and slow in 1956) may make 
reliance on average rates of gain misleading for any given year. Even 
more vexing is the forecasting of federal expenditure levels, a vexation 
that no formula can escape.** Recent official budget estimates made 
well along in a particular fiscal year have turned out to be several 
billions wide of the mark. It may well be that CED’s rule denies the 
fiscal policy-making process access to other economic variables which 
can be forecast within ranges of tolerance as narrow as, or even nar- 
rower than, those which apply to its budgetary forecasts. 

Second, is economic forecasting as slender a reed as it appeared to 
be 10 years ago? No conclusive evidence is available to prove that 
forecasting techniques are now a thoroughly reliable basis for dis- 
cretionary stabilization policy. But many new or improved forecasts 
of important segments of the economy, such as plant and equipment 
outlays, are now available. The Council of Economic Advisers does 
not hesitate to invoke “prospective economic conditions” as a basis 
for discretionary judgments to hold the line on federal taxes.** Quali- 
fied observers judge our short-term forecasting record as having op- 
erated “not too unsuccessfully” in recent years.** Guarded optimism 
as to the future of economic forecasting seems justified. 

Third, it does not necessarily follow that present limitations on our 
forecasting abilities strengthen the case against flexible, discretionary 
tax action. It can be argued, on the contrary, that these limitations 
should lead policy-makers to bend every effort to make tax and ex- 
penditure devices more readily adjustable to unfolding economic de- 
velopments.**” CED prefers monetary policy on this score because it 

* CED's formula involves the additional demanding problem of differentiating among 
(1) those federal expenditure changes which are not to be matched by tax changes, 
namely, expenditure responses to fluctuations in the level of income and employment; (2) 
those which are to be matched, namely, the increases or decreases in government programs 
and the noncyclical expansions or contractions of open-ended programs; and (3) those 
which fall under the intermediate heading of “large, temporary bulges of expenditure” 


not requiring fully matching tax increases 

™“In view of the budgetary outlook and prospective economic conditions, present tax 
rates should be continued . . .,” Economic Report of the President (Jan., 1957), p. 48 

*R. A. Gordon, “Stabilization Policy and the Study of Business Cycles,” Am. Econ. 
Rev., Proceedings, May 1957, XLVII, esp. p. 121 

*A.G. Hart (op. cit., p. 73) strongly urges new efforts to develop speedy and reversible tax 
measures, including intrayear adjustments of the witholding rate, to cope with the 
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can be “reconsidered, changed, and, if necessary, reversed at short in- 
tervals,” while tax action tends to be slow, intermittent, and difficult 
to reverse.“ More progress might be made in overcoming these defects 
of the taxing process if reliance on fiscal automaticity and monetary 
manipulation did not remove some of the pressure for action. 


IV. The Relative Roles of Fiscal and Monetary Policy 


The presumed operational superiority of monetary over fiscal policy 
as a flexible stabilization instrument, especially in dealing with infla- 
tionary pressure, requires rigorous re-examination in the light of six 
years of experience with an unleashed monetary policy and the rising 
tide of informed criticism based on this experience. Since the prefer- 
ence for monetary policy also involves “the diverse values and objec- 
tives that move men,’’*’ one needs to go beyond questions of effective- 
ness to questions of effects. 

Time lags. Automatic fiscal stabilizers gain strong support from 
their superiority with respect to the three familiar lags in stabilization 
policy: the recognition lag, the administrative lag, and the operational 
lag. Income-tax collections, unemployment compensation, and similar 
built-in stabilizers respond promptly to economic events which may 
take months for the human eye or electric brain to recognize. No legis- 
lative or executive body has to intervene to bring them into play. Auto- 
matically, the fiscal stabilizers offset between 35 and 40 per cent of a 
change in gross national product. Yet, while this offset to economic 
fluctuations is substantial, the effect of automatic stabilizers is more to 
cushion the shocks of recession and inflation than to set up powerful 
counterforces. By themselves, they constitute a “tranquilizing budget 
policy” rather than a truly stabilizing one. 

But going beyond these built-in tranquilizers, we promptly come face 
to face with the issue of the relative behavior of discretionary fiscal and 
monetary policy in terms of the three lags. This issue, which had in the 
past been clearly resolved in favor of monetary policy, has been re- 
opened on the basis of new evidence and new thinking. On the recogni- 
tion lag, both policies suffer the same disability. On the administrative 
lag, monetary policy clearly carries the day. The basic question is 
difficulties of forecasting budget magnitudes, let alone developments in the private 
economy 

* CED, op. cit., 1956, pp. 6-7. 

"“At any given moment, policy must be based not only on known facts about the 
nature and operation of the economy, but also on guesses and conjecture and on a 
balance of the diverse values and objectives that move men,” National Bureau of Eco 


nomic Research, Financial Research and the Problems of Our Day, 34th Annual Report 
(New York, 1957), p. 20. 
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whether its superiority on this score is more than offset by its inferior- 
ity in terms of the operational! lag, i.e., the length of time between 
policy action and the effective impact of that action on the economic 
situation. 

In fiscal policy, we are dealing directly with income flows, with 
definitive and direct action to increase or decrease them, But in mone- 
tary policy and debt management, we are dealing only indirectly with 
income flows via impacts on liquidity and asset structure. The large 
cushion of short-term governments in the hands of banks means that 
the credit reins do not tighten on bank loans until the banks have dis- 
gorged these securities over a period of many months after tight- 
money policies are instituted (and unfortunately for the next period 
of inflation, experience suggests that the short-term securities flow 
back to the banks in times of slack loan demand). These and other 
factors led Warren Smith to conclude that “the operational lag may be 
considerably longer for monetary than for fiscal policy, at least in many 
situations.””** 

Further, the administrative lag in taxation need not always be a 
long one. Under pressure, Congress enacted $5 billion of additional 
taxes within weeks after the outbreak of war in Korea and rushed 
through a $1 billion excise tax reduction in one month in 1954. If one 
were to add to the scheduled federal excise and corporate income tax 
reductions now on the statute books an individual income tax compo- 
nent, one would have on the shelf three important potential offsets to 
recession that Congress could put into effect in a matter of days or at 
most weeks.”” 

Other operational considerations. Without going into detail one may 
cite other doubts and questions about the effectiveness of monetary 
policy that have been raised by close students of the subject. Hyman 
Minsky shows that restrictive central banking measures and rising 
interest rates generate institutional changes which increase velocity 
and decrease liquidity and thereby destabilize the money market. He 


*™W. L. Smith, “On the Effectiveness of Monetary Policy,” Am. Econ. Rev., Sept 
1956, XLVI, 588-606 ; 

*The Congress in effect created a “shelf” of tax reductions much like the “public 
works shelf” often urged as an antidepression measure when it legislated automatic 
expiration dates for some of the tax increases enacted in 1951 (previously March 31, but 
beginning in 1958, June 30, a date by which the validity of year-end economic forecasts 
and the nature of the budget picture are much clearer). The conscious development of 
a broader program of “on-the-shelf” tax reductions has much to commend it. When 
inflation threatens, the cuts could be postponed as they were in 1955, 1956, and 1957. 
But when an economic recession or a slowdown of economic growth faces the country, 
Congress could pull the tax cuts off the shelf or let them come down on the specified 
date. This would greatly shorten the lag between an economic downturn and positive tax 
action to counteract it 
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concludes, “The asserted asymmetry of monetary policy (that it is 
effective in constraining an inflation and ineffective in constraining a 
depression) is not true; monetary policy is of very limited effectiveness 
both in constraining an inflation and in counteracting a depression.” 

Relatively stable tax rates as a favorable factor in business expecta- 
tions are often cited as one of the important advantages of the stabiliz- 
ing budget policy. But analyses by Ervin Miller and Alvin Hansen lead 
to the conclusion that the upsetting expectational effects of the large 
fluctuations in interest rates and capital values required to stabilize 
the economy via monetary policy are a high price to pay for more 
stable tax rates.” 

Canada’s recent experience has revealed distressing limitations to 
the effectiveness of restrictive monetary policy. As in the United States, 
these limits resulted partly from sales of government securities by 
banks and the existence of consumer finance and other credit sources 
outside of the direct reach of central banking policy. In part, the de- 
sire to maintain “orderly conditions in financial markets” played a 
role.** 

On recent British experience with monetary restrictions, Warren 
Smith and Raymond Mikesell conclude that “while some of the weak- 
ness of British monetary policy is due to peculiar features of the Brit- 
ish economy and its monetary system, the episode is indicative of the 
general limitations of monetary policy.” 

The disappointing record of recent monetary restrictionism strongly 
suggests that monetary policy as a curb on inflation is subject to limi- 
tations and side effects to which CED (among many others) did not 
give sufficient weight in determining its relative reliance on fiscal and 
monetary measures. If this is true, a reappraisal would logically lead 
to a shift of emphasis toward discretionary tax and expenditure policy 
unless it could be demonstrated that the deficiencies of monetary policy 
are more amenable to correction (perhaps by selective credit controls) 
than those of fiscal policy. 

Value preferences. Evidence on the inadequacies of monetary policy 
may or may not dislodge some of its advocates from their existing posi- 
tions, depending on how strongly they prefer the patterns of resource 
allocation and income distribution (by income brackets as well as so- 

"HH. P. Minsky, “Central Ranking and Money Market Changes,” Quart. Jour. Econ, 
May 1957, LXX, 184. 

"Ervin Miller, “Monetary Policy in a Changing World.” Quart. Jour. Fcon., LXX, 
Feb. 1956, 23-43; A. H. Hansen, The American Economy (New York, 1957), Ch. 3 

"Bank of Canada, Annual Report of the Governor for the Year 1956 (Ottawa, Feb 
1957), esp. pp. 23-36 

"W. L. Smith and R. P. Mikesell, “The Effectiveness of Monetary Policy: Recent 
British Experience,” Jour. Pol. Econ., Feb. 1957, LXV, 38 
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cial classes) implicit in monetary controls to those implicit in fiscal 
controls. 

The issue was pointedly drawn by Stein and Samuelson recently.” 
While essentially agreeing that we have it within our fiscal-monetary 
power to achieve reasonable stabilization together with the capital 
accumulation rate and distributive objectives we desire, they differed 
sharply in the uses to which they would put monetary and fiscal tools. 
Stein would use a “faster or slower growth of the money supply” to 
expand or restrict total demand, thereby allowing us “to determine 
both the structure of taxes and the total amount of taxes by considera- 
tions other than the desired level of total demand” and, in particular, 
“to choose the tax structure that imposes the least direct interference 
to investment without fear that such a tax structure may restrict invest- 
ment indirectly by causing a deficiency of total demand.’ In contrast, 
Samuelson would rely mainly on fiscal policy to control aggregate de- 
mand. To achieve the goals of high investment, substantial redistribu- 
tion, and full employment without inflation, he would (1) make in- 
vestment funds easy and cheap to get by low interest rates and liberal 
credit programs; (2) impose progressive taxes, and (3) enact tax in- 
creases to produce inflation-curbing surpluses.*® 

The important point here is not to choose between these two alterna- 
tive approaches, but to make clear that they involve fundamental dif- 
ferences in their impact on the structure of our economy and the dis- 
tribution of income among different income-size and functional groups. 
Among the effects of the high-tax low-interest policy, for example, 
would be (1) to promote government capital formation at the expense 
of private consumption, (2) to lower the relative rewards for less 
risky as against more risky uses of money, and (3) to offer a net stimu- 
lus to uses (like public construction) which could take advantage of 
the low interest rates without encountering the high tax rates. The 
opposite policy, judging by recent experience, tends to pinch particu- 
larly hard in the field of state and local construction activities, home 
building, and small business, without noticeably curbing the business 
capital-goods boom. This is not to say that one set of effects is “right” 
and the other “wrong.” Rather, it signifies that we have an acute prob- 
lem of social priorities to resolve before we can come to any consensus 


“Herbert Stein, “Stimulation of Consumption or Investment through Tax Policy,” 
pp. 245-49, and P. A. Samuelson, “The New Look in Tax and Fiscal Policy,” pp. 229-34, 
Joint Committee on the Economic Report, Federal Tax Policy for Fconomic Growth and 
Stability, Papers Submitted by Panelists Appearing Before the Subcommittee on Tax 
Policy (Washington, November 9, 1955) 

Ibid., p. 248 

[hid., pp. 232-34. 
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on the proper combination of monetary and fiscal policy, and conse- 
quently, on the basic question of automatic versus discretionary tax 
and expenditure policy. 


V. Expenditure Restraint 


Finally, the expenditure-restraining efiect of the rule that an addi- 
tional dollar of expenditures must be matched by an additional dollar 
of taxes (in terms of the agreed high level of employment) has been 
one of the CED policy’s chief attractions to many groups. Even if the 
forecasting and timing barriers to compensatory fiscal action could be 
overcome, preservation of this disciplinary effect would involve severely 
limiting the scope for countercyclical manipulation of tax and expendi- 
ture rates. This raises two important questions, First, does the CED 
rule effectively restrain spending and promote economy in government? 
Second, is this restraint a good thing, i.e., does it result in wiser public- 
expenditure decisions and a better allocation of resources between 
public and private use, than we would have in the absence of a bal- 
anced-budget rule? 

As to the first question, we should note that the restraint exerts its 
force not on those who are pressing for the expenditures but on the 
President and Congress, whose resistance to pressures is presumably 
strengthened by the unpleasant political consequences of higher taxes. 
But one can readily perceive a number of loopholes and by-passes to 
this restraining effect. For many expenditure programs the initial tax 
consequences, which are the ones that bear most directly on the politi- 
cal decision, may be only a small fraction of the eventual tax require- 
ments (e.g., the “open-end programs” for farm price supports, veterans 
benefits, and home mortgage purchases and the large resource develop- 
ment programs like the Missouri basin: project). Moreover, there is 
considerable evidence that when the tax shoe pinches, it tends to 
jeopardize broad but diffused-interest programs of national significance 
like aids for school construction or foreign economic aids while exert- 
ing little restraint on expenditures infused with a strong sectional in- 
terest. The raw pork of the annual rivers and harbors bill gets very 
little exposure to the heat of the tax fire. 

The restraining effect of the tax test may also be undermined by 


"Smith and Mikesell, op. cit., pp. 38-39, state that “if orthodox monetary policy had 
been successful in checking inflation in Britain in 1955, it probably would have accom- 
plished this result mainly by causing a reduction in the fixed investment expenditures of 
the private sector. . . . There is more than one way to control aggregate demand, and 
monetary policy is not always the best way, even if it works effectively.” For a discussion 
of distributional effects of different policies, see E. R. Rolph, “Economic Stabilization via 
Taxation, Debt Management, and Monetary Policy,’ National Tax Association, 1956 Pro 
ceedings (Sacramento, 1957), pp. 251-57. 
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sustained economic growth which automatically increases federal tax 
revenues by about $3 billion a year. This “easy money” may be an 
open invitation to added spending.” 

The answers to the second question are even less reassuring. Our 
problem may not be so much that we will fail to count the cost of 
government expenditures and therefore overexpand government, but 
that our folkways and fiscal practices tend to discriminate against 
collective use of resources, even where public use would represent a 
more efficient resource allocation than private use.*’ Our Puritan in- 
sistence on “tax directness” or “tax consciousness” may have had this 
type of effect. We have failed to distinguish clearly between the two 
elements of tax consciousness, namely, (1) making the taxpayer aware 
of his tax payments and (2) making taxes painful to pay. Public goods 
are not likely to compete on even terms with private goods if taxes are 
made hard to pay and if taxpayers are made more acutely aware of the 
tax costs than the service benefits of government. 

When economic growth produces slack in the federal budget, the 
“tax test’ does not tell us whether the slack should be taken up by 
increased federal programs, by increased federal aids to hard-pressed 
state and local units, by tax reductions to make room for state and 
local tax increases, or by tax reduction to put money into private 


pockets. To make these decisions requires a careful balancing of the 
relative benefits of alternative federal, state-local, or private uses of 
the funds, not simple reliance on the willingness to bear federal taxes.*’ 

Possibly, even if the restraining effect of a balanced-budget rule is 
weak and often misdirected, the popular devotion to the balanced- 
budget dogma is so strong that fiscal policy must in some way be accom- 


“CED's members are not unaware of this problem, A footnote to CED’s June 1956, 
statement (p. 4) severely criticizes the stabilizing budget policy on this score. Perhaps to 
meet this criticism, J. Cameron Thomson, Vice-chairman of CED, paraphrased the 
disciplinary rule under present conditions as follows: “. . . every new expenditure pro- 
gram ... should be undertaken only after the advantages of a tax reduction of similar 
magnitude are explicitly weighed against the need for the new program.” “The Realities 
of Tight Money,” an address by J. Cameron Thomson, Committee for Economic De- 
velopment (New York, 1956). 

” For example, while “extra-buyer benefits” as well as the cost criterion strongly support 
mosquito-control programs (estimates for area control by local governments against 
individual or small-group contro] indicate that the per-person cost of the former may be 
less than one-tenth of the latter), the adoption of such programs is often thwarted by 
the attached “mill-levy.” 

“CED’s May 1957 statement cleariy recognizes this need for developing standards 
other than the balanced-budget test to determine the worthwhileness of public expendi- 
tures. In fact, its discussion of “How to Restrain Expenditures” (op. cit., pp. 8-28) 
does not base itself on the balanced-budget rule at all, noting that “Even if total expendi- 
tures are balanced by receipts, any expenditure is excessive if it costs too much for the 
national benefit it provides” (p. 8) 
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modated to it. In that case, we might be thoroughly aware of the 
defects of the rule and yet regard it as a lesser evil than an annually 
or cyclically balanced-budget rule. But there is a sharp distinction be- 
tween reluctant acceptance of this rule as a least-evil solution and the 
implicit suggestion that it represents an optimal solution, And in no 
event should the rule be allowed to serve, or even to appear, as a sub- 
stitute for a positive and well-reasoned theory of public expenditures. 


VI. Conclusion 


We are all very much indebted to CED for helping to rechannel 
public thinking about federal fiscal policy along informed and responsi- 
ble lines, for stimulating professional! fiscal-policy thinking in prag- 
matic terms, for alerting us to the perils of indiscriminate compensa- 
tory fiscal action, and for giving us a periodic perceptive analysis of 
the tax and budget situation. But the foregoing review offers grounds 
for skepticism concerning the operational assumptions and conclusions 
which have led CED to assign fiscal measures an inherently passive 
role via the stabilizing-budget policy, reserving the active role for 
monetary controls. If the alternative assumptions and conclusions de- 
veloped in this paper are acceptable, the practical implication for 
CED?’s fiscal-monetary policy is simply this: that its operational effec- 
tiveness as an instrument of economic stabilization can be materially 
improved by increasing its reliance on discretionary relative to auto- 
matic fiscal controls and its reliance on fiscal relative to monetary 
policy. 
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A Note on the Measurement of the Benefits from 
Public Investment in Navigation Projects 


In recent years increasing concern has bee expressed in Congress and 
elsewhere regarding the methods and procedures by which federal navigation 
improvement projects are evaluated and recommended for development by 
the Corps of Engineers,’ the agency of the government basically responsible 
under law for the improvement of rivers and harbors for navigation. In this 
paper an attempt is made to apply elements of economic theory to the estab- 
lished procedure used by the Corps to estimate navigation benefits.? The 
question is posed, Can contemporary public investment in navigation projects 
be reasonably justified on the basis that expected benefits will exceed costs? 


I. The Theory Underlying Benefit Estimation 


The Corps of Engineers currently defines navigation benefits as equaling 
the difference between the cost to shippers of transportation by the cheapest 
available (or some hypothetical) alternative and the estimated cost to 
shippers of transportation by waterway. The cost by water includes the 
estimated costs of bargeline service, terminal and transfer costs, but not the 
cost of the waterway itself. 

This definition can be given a diagrammatic interpretation in terms of 
demand and supply relationships (see Figure 1). Assuming that water 
transport is an imperfect substitute for alternative transport service which 
usually has advantages of both speed and convenience,*® the demand for water 
transport will be zero at the rate per ton P;, the current alternative transport 


*For a popular discussion of the transportation problem, see: Gilbert Burck, “The 
Great U. S. Freight Cartel,” Fortune, Jan. 1957, pp. 102-5, 192-202. The best contempo- 
rary evaluation of federal navigation projects was made by C. D. Curran, head task-force 
administrator, Hoover Commission Task Force on Water Resources and Power; see: 
Commission on Organization of the Executive Branch of the Government (Hoover Com- 
mission), Task Force Report on Water Resources and Power (Washington, 1955), Vol. 
III, pp. 1317-95. For select criticisms of the Corps’ analysis, see: the Jones Report, House 
Committee Print Nos. 21 and 24, 82nd Cong., 2nd sess., Dec. 5, 1952; and C. L. Dearing 
and W. Owen, National Transportation Policy (Washington, 1949). 

*The procedures used to estimate navigation benefits as outlined by the Corps can be 
found in the following: Commission on Organization of the Executive Branch of the 
Government, op. cit., Vol. II, pp. 874-77, and Vol. III, pp. 1328-33; E. W. Weber, 
Civil Works Administration Project Formulation, Justification and Cost Allocation (Fort 
Belvoir, 1950), Appendix 11; and Federal Inter-Agency River Basin Committee, Sub- 
committee on Benefits and Costs, Proposed Practices for Economic Analysis of River 
Basin Projects (Washington, 1950), pp. 74-79. 

*The limited accessibility of water transport, its slowness of operation, and the cir- 
cuity of water routes have been emphasized in a great many reports and permeate the 
entire report of the Commission on Organization of the Executive Branch of the Govern- 
ment, op. cit., Vol. II, pp. 843-1002. 
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cost, or any higher rate. From P, a demand curve for water transportation 
can be drawn on the assumption that the alternative transport cost will be 
unaffected by competition from water-borne traffic. The Corps in effect 
arrives at a second point on this same demand curve, B, by estimating the 
barge and terminal cost of water transport, P,, and by estimating the amount 
of tonnage that will be shipped at this rate, Y.. Since the Corps’ estimate of 
benefits would be the rectangular area P,ABP,, the implied demand curve 
for water transport is the angular line P,AD,. From a theoretical point of 
view this is a most unusual curve, and, in view of the nature of demand, it 
would appear to be very unrealistic. 


# I onnage 
Ficure 1 


To measure the benefits attributable to making available an alternative 
supply of a service at a lower price than that which otherwise would prevail, 
some principle of either consumer or producer surplus must be accepted.‘ 
It should also be recognized that an interpersonal comparison is involved 
since those who pay for public navigation, the taxpayers, constitute a larger 
group than those who benefit directly by cheaper transportation. In terms of 
modern welfare economics the question is, could those who gain by cheaper 
transportation compensate the taxpayers for their losses and still be better 
off? 

If the full amount of the estimated surplus were needed to justify public 
expenditures in a one-to-one benefit-cost ratio (fulfilling the requirement 
imposed by law that benefits equal or exceed costs), there would exist no 
real social surplus associated with navigation investment. Use of the entire 
surplus to justify public investment in navigation might, therefore, leave 
nothing to balance alternative real surpluses which might be associated with 
the same funds invested in industries which are unable to collect surpluses.* 

However, while consumer and producer surplus foregone elsewhere in the 


*A. Marshall, Principles of Economics, &th ed. (New York, 1952), p. 811 

*The presumption of those opposed to price discrimination, the market mechanism for 
collecting surpluses, is that people have a right to enjoy consumer and producer sur 
pluses without paying for them 
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economy as a result of navigation investment could essentially justify deleting 
part if not all of the benefits the Corps attributes to navigation investment, 
no adjustment will be made for general surpluses foregone. For the purposes 
of the following discussion I accept the savings principle that benefits can 
be approximated by the area under the conventional demand curve. 

My first quarrel with the Corps’ benefit estimation procedure rests on the 
inconsistency between the implied demand curve P,AD, and the general 
nature of the demand function. Increases in waterway traffic are expected 
to result from three sources: (1) existing traffic, not now using a waterway, 
which is expected to be attracted to a new or improved waterway; (2) unde- 
veloped or entirely new traffic, which would not move previously because of 
prohibitive rates, lack of a transportation outlet, or general physical isolation; 
(3) potential waterway traffic which is expected to develop as a result of 
growth of the area. Category (2) and the fact that water transport is gener- 
ally slower and often inconveniently located in relation to consumption 
and production casts considerable doubt on the relevancy of P,AD,. Ob- 
viously, undeveloped traffic which could not develop because the alternative 
rate is too high would not be willing to pay the same prohibitive rate by 
water. Traffic can be attracted to water only if rates by water are lower than 
the alternative transport rate. This means the true demand for water transport 
must, for every quantity shipped in excess of zero, lie below P2, the alter- 
native transport rate. We also know that the quantity of shipping demanded 
at P,, the expected cost by water, is X, and that for any quantity of shipping 
in excess of X>, P, is a prohibitive rate. 

Not knowing exactly what the true demand for water transport looks 
like between P, and B a plausible assumption might be that the demand 
curve connecting these two points can be approximated by a straight line, D,. 
The Corps’ estimate of navigation benefits would then be exactly twice the 
amount of the theoretical consumer surplus. 

Although D, would be a much more plausible estimate of the demand 
for transport services by water, it is of course inappropriate for decision- 
making purposes. It can justifiably be argued that a demand curve which 
holds the alternative rate constant at S, is irrelevant. Prevailing freight rates 
may contain rents accruing to historical investment and possibly a monopo- 
listic or discriminatory profit. Theoretically, competition by another trans- 
port service or action by the Interstate Commerce Commission might be able 
to force rates down to, say S,, that rate which will just pay all factors their 
alternative worth or market value outside the transportation industry. In 
going from S, to S, only the transfer of income from the owners of alternative 
transport service to shippers in general is involved. 

An examination of navigation literature makes it quite clear that price 
cutting on the part of railroads is to be expected in areas in which there is a 
danger that publicly subsidized navigation will divert a substantial amount of 
railroad traffic.* It has even been alleged that profit losses sustained in 


*Commission on Organization of the Executive Branch of the Government, op. cit., 
Vol. IT, pp. 921-24 
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competition with water-borne traffic are transferred to consumers in areas 
not affected by competition via discriminatory freight rates.’ In any case, 
assuming that railroads knew their demand both before and after the intro- 
duction of competing water traffic and have been acting rationally, the cut in 
freight rates would certainly imply a diminution of the rents attributable to 
historical investments in permanent and semipermanent facilities; if rent 
diminution cannot be made up elsewhere within the system, railroad equity 
owners will suffer a wealth loss. While the social gains from railroad rate 
reduction may be more than sufficient to compensate (in theory) the owners 
of railroad securities,* the gains from rate reduction should not be attributed 
to public investment in navigation projects, since the rate reduction could 
conceivably be attained by action of the ICC without navigation investment. 

A more plausible estimate of the real social “savings” from public invest- 
ment in navigation, it seems to me, would be based upon a demand for 
water transport that assumes competing transport companies would lower the 
existing rates. For illustrative purposes, I have drawn such a curve, D,, 
in Figure 1. An assumption implicit in D, is that as the rate differential 
decreases between alternative transport and water-borne freight the quantity 
that one can expect to be shipped by water at every rate will also decline. 

In fact, a bias in the direction of overestimating the tonnage expected to 
move by water is to be anticipated for another reason as well. The Corps’ 
method of estimating expected tonnage by water is often based on informa- 
tion obtained by questionnaires which are sent by the District Engineer to a 
sampling of shippers and receivers of freight throughout the tributary area 
and in other areas which may be affected. 


These questionnaires generally indicate the type and extent of naviga- 
tion improvement contemplated, and attempt through a series of ques- 
tions to develop the amount and type of traffic which recipient believes 
will use the waterway, and to obtain views on the rates and facilities 
which will make it attractive to shippers.° 


In view of the fact that public navigation benefits are nonreimbursable, 
any net benefit from public investment in navigation will accrue as a local 
“windfall” to shippers, receivers and possibly local consumers. Under these 
circumstances it is highly unlikely that either shippers or receivers will 
consider it in their own interest to underestimate expected tonnage by water 
when the anticipated benefits on the basis of which the public investment is 
to be justified are a direct function of tonnage. One of the most frequent 
criticisms of the Corps’ benefit estimates is the optimism which characterizes 
the expected tonnage associated with navigation development.’ In this con- 


* Loc. cit. 

"Harold Hotelling, “The General Welfare in Relation to Problems of Taxation and of 
Railway and Utility Rates,” Econometrica, July 1938, VI, 242-69. 

*E. W. Weber, op. cit., p. 25. 

* Commission on Organization of the Executive Branch of the Government, of. cit., 
Vol. II, p. 875; Vol. III, pp. 1317-94, 
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nection the Corps has further been accused of double-counting certain tonnage 
due to the extension or improvement of existing waterways."* 


Il. The Measurement and Discounting of Navigation Costs 


One of the most striking revelations made by the Task Group on Naviga- 
tion was the complete record of cost experience on all river and harbor proj- 
ects considered for the fiscal year 1951. It was found that between the time 
of project authorization and 1950, the estimated real cost of navigation 
improvements had increased by 41.9 per cent. Of this figure the Corps 
attributed 17.6 per cent to authorized extensions, 4.1 per cent to changes 
in local needs, 6.3 per cent to structural and engineering modifications, 8.5 
per cent to unforeseen conditions, and 5.8 per cent to inadequacies in 
estimates,”? 

Perhaps the most significant criticism of the Corps’ cost-estimating pro- 
cedures is not that of the tendency consistently to underestimate the real 
ii costs associated with project construction, but of the tendency to ignore both 
opportunity costs of using navigable water for other purposes, and real cost 
increases in other activities caused by navigation investment. 

Very little work has been done with respect to measuring opportunity 
costs. There may, however, exist competing uses for water, such as off-season 
sy power generation and private irrigation development, that would not only 
: preclude navigation but entail greater social benefits. In the Missouri Basin, 
for instance, a conflict exists between the diversion and consumptive use 
of water for irrigation in head-water areas and its use in lower portions of 
the Basin to meet the flow requirements of navigation.'* Any opportunity 
rent attributable to water as a scare resource that would be foregone as a 
result of navigation investment should be counted as a cost and included in 
the analysis. 

A second shortcoming of the Corps’ analysis is its failure to take into 
_ account increased inconvenience and costs associated with bridge clearances.** 
2 j Specifically, the General Bridge Act of 1946" grants the following authority: 


The location and plans for such bridges shall be approved by the 
Chief of Engineers and the Secretary of the Army before construction is 
commenced, and in approving the location and plans of any bridge, 
they may impose any specific conditions relating to the maintenance 
and operation of the structure which they may deem necessary in the 
interests of public navigation, and the conditions so imposed shall 
have the force of law. 


Surely the incremental cost of increased bridge clearance and any increased 
inconvenience imposed on other forms of traffic by navigation investment 
are real social costs and should be reflected in the benefit-cost analysis of 


Tbid., Vol. III, p. 1330. 

Tbid., Vol. Il, p. 873. 

Ibid., Vol. III, p. 1104. 

Ibid., Vol. Il, pp. 924-28. 
“ (60 Stat. 812, 847.) 
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Tasie I.—Benerit-Cost Ratios AND RELATED Data, 24 NAVIGATION PROJECTS, 
Corps oF ENGINEERS, 1953 


Benefit- 
Cost 
Ratio 


Year Year 
Ttem and Location Authorized Started 


Demopolis Dam and Lock, Tombigbee River, Ala. 1945 1949 07 
Jim Woodruff Dam, Apalachicola River, Fla. 1945-46 1947 12 
Buford Dam, Chattahoochee River, Ga. 1946 1950 12 
Chain of Rocks Canal, Missouri River, III. 1945 1946 0 
Lock 19, Mississippi River at Keokuk, Ia. 1935 1952 ; 
St. Anthony Falls, Mississippi River, Minneapo- 

lis, Minn. 1945 1948 
McNary Dam and Lock, Columbia River 1945 1947 
The Dalles Dam, Columbia River 1950 | 1952 
Reconstruction locks No. 2, Monongahela River, 

Pa., and W. Va. 1909 1949 
Cheatham Dam and Lock, Cumberland River, 

Tenn. 1946 1950 
Old Hickory Dam and Lock, Cumberland River, 

Tenn. 1946 1952 
Gulf Intracoastal Waterway, Colorado River 

locks 1950 1951 
Chief Joseph Dam, Columbia River 1946 1949 
Ice Harbor Dam and Lock, Snake River 1945 1953 
Howell Mill Shoals Dam, Coosa River, Ala. 1945 1954 
Upper Columbia Dam and Lock, Chattahoochee 

River, Ga. 1946 1954 
Warrior Dam and Lock, Warrior River, Ala. 1909 1954 
Celina Dam, Cumberland River, Ky. 1946 1954 
Fernbank Dam and Lock, Ohio River | 1909 1954 

| 
| 


Greenup Dam and Lock, Ohio River 1909 1954 
New Cumberland Dam and Lock, Ohio 1909 1954 
Carthage Dam, Cumberland River 1946 1954 
McGee Bend Dam, Angelina River, Tex. 1945 1954 
Hildebrand Dam and Lock, Monongahela River | 1950 1955 


the Corps. Currently these costs are ignored. A further criticism is that the 
public has been required in many cases to provide at substantial extra cost 
clearances for conjectural future traffic that never materializes.’® 

If benefit-cost ratios for navigation projects are properly to reflect the 
alternative worth of capital to society (say, in producing roads, consump- 
tion goods and other things society wants) it would be highly desirable to 
discount expected benefits and costs from navigation, which accrue unevenly 
with respect to time, at an external market rate of return reflecting a com- 
parable risk. Currently’ the only discount rate used by the Corps which 
approximates the average rate of interest payable on money borrowed for 
long-term private investment is the rate used to discount nonuniform benefits 
to an equivalent average annual benefit; it varies from 4 to 5 per cent. As- 


“Commission on Organization of the Executive Branch of the Government, op. cit., 
Vol. II, pp. 924-28. 
" Federal Inter-Agency River Basin Committee, of. cit., p. 74 
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Taste I.—A Mopet Derictine THe Errect or Bias on Benerit-Cost Ratios 
Usep To Jo INVESTMENT IN NAVIGATION IMPROVEMENT PROJECTS 


Assumed Benefit-Cost Ratio 
Estimated Corps of 


1.25to1.0 | 1.50to1.0 


Benefit Adjustments: 
1. The effect on the ratio of an assumed .50 to 1.0 .62 to 1.0 .75 to 1.0 
straight-line demand curve (0.50) (0.62) (0.75) 


2. If competing carriers lower the Corps’ as .60t0o1.0 | .75to1.0 .90 to 1.0 
sumed rate differential by 40 per cent (0.60) (0.75) (0.90) 


Assuming the Corps has overestimated ac- | .60 to1.0 .75 to1.0 .90 to 1.0 
er tonnage shipped by 40 per cent (0.60) (0.75) | (0.90) 


The multiplicative effect of 1 .18 to 1.0 .22 to 1.0 to1.0 
through 3 would be: (0.18) (0.22) (0.27) 


Cost Adjustments: | 
4. Assuming a 41.9 per cent underestimate | 1.00 to1.42 | 1.25 to1.42 | 1.50 to1.42 
of average annual costs (0.70) (0.88) (1.06) 

| 


5. Assuming an opportunity cost (because of 
the necessity of foregoing alternative uses of 
water) of 10 per cent of the Corps’ esti- | 1.00 to 1.10 .25to1.10 | .05 to1.101 
mate of the project (0.91) (1.14) (1.35) 


6. Assuming costs to others increase by 10 
per cent of the Corps’ estimate as a result of 
required bridge clearance and inconvenience | 1.00 to1.10 | 1.25 to 1.10 | 1.50 to1.10 
to other forms of transportation (0. iad at (1.14) (1.36) 


| 
| 


The additive effect of adjustments 4 through | 1.00 to 1.62 | 1.25 to 1.62 | 1.50 to 1.62 
6 would be: (0.62) | (0.77) | (0.93) 


Interest Adjustments: | 

7. Assuming an increase in interest of 2 per 

cent on a construction outlay that is 36.6 1.00 tol. 4: 1.25 to1.2 1.50 to 1.22 
a 23) 


limes average annual maintenance @. ead sal 02) 


| 
2) 
| 
The multiplicative and additive effec ts 18 to 1.84 ke tol 84 | 84 


justments 1 through 7 combined would be: (0.10) (0. oy 


(0.15) 
Explanation 

1. Based on our discussion of the theory underlying benefit estimation (see p. 654). 

2. A percentage relation suggested by the River and Harbor Board in 1939 in connection 
with the proposed Erie-Ohio River Canal Project. See Commission on Organization of the 
Executive Branch of Government, op. cit., p. 998. 

3. Assumes a reduction in anticipated tonnage equivalent to the reduction in rate dif- 
ferential presupposed by (2). 

4. Based upon the Corps’/own estimate of real cost inflation previously discussed (p. 656). 

5. An arbitrary figure included for illustrative purposes. This is an upward adjustment in 


= 
1.00t010 
d (1.00) (1.25) (1.50) 
ae 
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suming benefits accrue evenly with respect to time (in many cases this is not 
an unrealistic assumption), discounting on the benefit side is quite un- 
necessary since the Corps’ stated practice is to convert all benefits and costs 
to equivalent average annual amounts.** 

The more important interest rate is the rate used to compound construction 
costs to a comparable average annual equivalent since construction costs 
occur very unevenly with respect to the assumed fifty-year life of a project. 
This rate’ is currently 3 per cent or approximately the rate of return on 
long-term government bonds. The government’s borrowing rate, however, is 
not the relevant rate since the risk to holders of government securities is 
not at all comparable to the risk associated with public investment in naviga- 
tion projects. The conjectural and hypothetical nature of navigation benefits 
would make these benefits about as uncertain as any benefit imaginable. If 
construction costs are to be made truly comparable to annual benefits, it 
would seem appropriate to charge navigation projects a higher rate of 
interest than the current 3 per cent rate. 


III. Towards a More Realistic Analysis 


The preceding discussion indicates the need for more realism in the evalua- 
tion of proposed navigation projects. Nowhere is this more evident than 
when considering benefit-cost ratios which are relied upon in the justification 
of proposed improvements. According to the Jones Report, all too frequently 
projects have been approved on the basis of a slim margin of tangible benefits 
over estimated costs.*° The data in Table I was submitted by the Corps of 
Engineers in connection with its estimate of appropriations for 1953. The 
most striking aspect of the benefit-cost ratios in Table I is their comparatively 
low order of magnitude, 

In order to establish a frame of reference for appraising existing benefit- 
cost analysis, Table II provides a model depicting the possible effect of a 
biased treatment of benefits and costs on benefit-cost ratios of three assumed 
magnitudes, 1.00 to 1.0, 1.25 to 1.0 and 1.50 to 1.0. Where possible, the ratio 
adjustments have been tailored to either existing data or plausible theoretical 
assumptions. 

Since all of the assumed adjustments in Table II are equal to or greater 
than 10 per cent, applicability of any one of the 7 adjustments would imply 
that a benefit-cost ratio less than 1.10 to 1.0 should be rejected if benefits are 

* Loc. cit. ‘ 

* Ibid., p. 79. 


cost to allow for the fact that frequently navigation development precludes use of the water 
for irrigation or power. 

6. Again an arbitrary figure but perhaps not at all unreasonable (see p. 656). 

7. Based upon an increase in discount rate from 3 per cent to 5 per cent. The life expectancy 
of the improvement is assumed to be 50 years. Construction outlays at the onset of improve- 
ment are assumed to have a present value 36.6 times as great as the expected average annual 
maintenance charge. Interest increase is assessed only against construction outlays over the 
assumed span of 50 years after project completion. 


| 
* Jones Report, op. cit., p. 45. 
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in fact to exceed costs. Applicability of all 7 adjustments in terms of their 
assumed order of magnitude would imply that one should be suspicious of 
any benefit-cost ratio less than 10.00 to 1.0. 

The parameters assumed in Table II are meant to be simply illustrative; 
the purpose has been to emphasize seven grounds on which one might expect 
a bias favorable to the project in the procedures used to evaluate navigation 
improvements, and to provide a framework for adjusting faulty ratios.** 
From a theoretical point of view, acceptance of benefit-cost ratios as the 
statistic for comparing investment alternatives should be subjected to addi- 
tional criticism. In the first place, the degree to which benefits and costs are 
net in any one year varies from one investment category to another and from 
one department to another. A ratio of gross benefits to gross costs is of only 
limited usefulness in making investment appraisals and has virtually no 
economic significance. In the second place, the benefit-cost ratio is an average, 
while the conditions for obtaining an economic maximum are marginal. The 
ratio, therefore, is unreliable with regard to determining the appropriate 
size of a project and to selecting the best alternative from a set of mutually 
exclusive projects. 

If on the average the benefits from public investment only equaled 50 
per cent of the cost of navigation development (which implies a real benefit- 
cost ratio of 0.50 to 1.0), the social wealth loss associated with completing 
only the active authorized improvement projects for inland and intracostal 
waterways would be between $750,000,0007? and $1,500,000,000** or about 
$4 to $9 per capita. 

The most important losses stemming from the federal navigation program 
may not be the direct losses allocable to navigation investment but the fact 
that alleged navigation benefits can be used to justify directly or indirectly 
equally wasteful investment in other features of multipurpose projects. Cur- 
rently the cost of multipurpose features associated with active authorized 
waterway improvement projects of the Corps is about ore-half of the total 
estimated cost of completing all improvements, about one-half of 
$3,025,400,000. In 1955 the revised cost allocation for irrigation alone on 
the Missouri River Basin Project was $2,235,749,000, of which only 
$385,528,000 is scheduled for eventual repayment without interest over a 
period of 40 years following a 10-year aevelopment period. The Bureau of 
Reclamation does not even attempt to justify expenditures of this magnitude 
for irrigation on the basis that expected increases in the value of irrigable 
land and water will exceed costs. The magnitude of conceivable indirect loss 
of wealth associated with navigation development is rather astounding. 


™ The Corps’ procedure for analyzing projects might not be so “bad” if we had someone 
in the Bureau of the Budget, say, with a table of corrections; as it is, each Congressman, 
while perhaps recognizing the possibility of bias, must make his own subjective correc- 
tions. 

"If all wealth loss were attributed to an overestimation of benefits, the 50 per cent 
wealth loss would equal one-half of the Corps’ expected cost ($1,500,000,000). 

“If all wealth loss were attributed to an underestimation of costs, the wealth loss 
would exactly equal the Corps’ expected costs. 
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1V. Concluding Remarks 

The great pressure for uneconomic investment in navigation projects can 
really be understood only within the context of existing freight-rate structures. 
Construction of waterways becomes a tool for redressing alternative transport 
rates** and for obtaining special privilege. Since the taxpayer shoulders the 
burden of improvement and maintenance,”* direct benefits to shippers need 
bear no relation to real! social costs. In this connection it would seem that a 
relevant alternative to public investment in navigation might be the subsidy 
necessary to induce alternative transport companies to lower their rates to 
the expected water rate. If the per-unit cost of this subsidy should be lower 
than the public cost per unit shipped by water, greater social gains would 
accrue from use of the subsidy rather than public investment in navigation. 
Since the introduction of water transportation may inflict equity losses on 
existing transport companies which the Corps does not consider costs of 
navigation, it seems only fair that existing transportation companies be given 
the opportunity to compete in producing benefits via lower freight rates. One 
advantage of a subsidized purchase of lower freight rates would be that the 
subsidy could be extended generally and need not depend upon the good for- 
tune of a conveniently located river. 

In a free society with both consumer and producer sovereignty, the only 
real test of a benefit is the willingness of people individually and collectively 
to pay for value received. Navigation costs ought to be reimbursed by the 
direct beneficiaries rather than by public subsidy for the following reasons: 
(1) Benefits are localized and accrue directly to shippers, receivers and con- 
sumers. Income transfers resulting from public subsidy of navigation may be 
inconsistent with socially accepted standards for income redistribution if 
people with relatively the highest local incomes benefit the most.”* It should 
be noted that only about 10 per cent of the intercity water-borne commerce 
is regulated by the ICC. The taxpayer has no assurance that monopolistic 
elements will not siphon off what benefits do occur. Further, public income 
transfers via changes in relative prices represent a denial of consumer sover- 
eignty; it is unlikely that consumers will be made as well off as they would 
be if given comparable monetary subsidies.” (2) In view of the economic 


“Commission on Organization of the Executive Branch of the Government, op. cit., 
Vol. IT, p. 1002; Vol. ITT, p. 1332. 

*For one of the best discussions, see: J. H. Frederick, professor of transportation, 
University of Maryland, “User Charges on the Waterways of the United States, ibid., 
Vol. III, pp. 1299-316. 

* Illustrative example: The argument has been advanced that slack water navigation 
on the Snake River above Lewiston, Idaho, would facilitate the development of the 
area's mineral resources; particularly, it would make available lime from a rather high- 
grade deposit currently inaccessible. Assuming that the price of lime to consumers would 
be only imperceptibly affected by the addition of a new low-cost deposit, most of the 
direct benefits from navigation in this case would accrue to the owners of Lime Point. 
Lime Point is currently owned by two people. This information was obtained during 
discussions with various individuals attending hearings sponsored by the Corps of Army 
Engineers at Lewiston, Idaho, July 2, 1956. 

"H. M. Southworth, “Economics of Public Measures to Subsidize Food Consumption,” 
Jour. Farm Econ., Feb. 1945, XXVII, 38-66. 
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defects in existing benefit estimation procedures and the implied prospensity 
of the Corps to overestimate theoretical benefits, reimbursability might be 
the best insurance the public could have that expected benefits from public 
investment in navigation equal or exceed expected costs. 

Epwarp F. RensHAw* 


*The author is a research assistant in the department of economics of the University 
of Chicago. 


Liquidity Preference and Loanable Funds Theories 
of Interest: Comment 


The recent publication in this Review of the article by S. C. Tsiang, 
“Liquidity Preference and Loanable Funds Theories, Multiplier and Velocity 
Analyses: A Synthesis,’* reopens a discussion which has never long been 
absent from the journals since the publication of Keynes’ General Theory. 
It is unfortunate that, for twenty years, so much time and attention have 
had to be devoted to the mere mechanics or logic of the relationship between 
liquidity preference and loanable funds forms of statement of interest theory, 
and with results that have frequently been to compound the confusion. Per- 
haps because of this focus of the discussion too little attention has been 
paid to some real questions of substance raised by Keynes’ contributions to 
interest theory. 

Nevertheless, a correct understanding of the relationship between the two 
forms of statement of interest theory does probably constitute an essential 
prerequisite to an intelligent discussion of substantive problems. Fortunately, 
Tsiang has now shown clearly what is wrong with certain former attempts to 
reconcile the two methods of statement, and has, at least for one specific 
set of period-analysis assumptions, provided a clear reconciliation between 
the two. It is only to be regretted that his analysis was not more general, 
that it was not clear on the relationship between equilibrium and disequilib- 
rium (statics and dynamics), and that he did not consider what this author 
believes to be some of the more relevant questions of substance. 

More specifically, we shall argue that: (1) Contrary to Tsiang’s view, 
liquidity preference and loanable funds theories have different subject matter: 
the former identifies an asset-holding equilibrium, the latter (unless it is a 
mere trivial rearrangement of the former) deals with what happens in 
disequilibrium. (2) Tsiang’s specific period assumptions cause him to miss the 
crucial question for loanable funds analysis—at base, an empirical one— 
which relates to the speed of the hoarding or dishoarding flows which occur 
when stock equilibrium does not exist. (3) Tsiang’s apparently unconscious 
assumption that these flows are very rapid means that the speculative ele- 
ment must dominate short-run interest rate determination. (4) Tsiang’s 


*Sept. 1956, XLVI, 539-64. The present note relates only to the interest-rate portion 
of Tsiang’s article. The author would have somewhat similar comments regarding the 
multiplier-velocity section, but that is another subject. See, however, a related discussion 
in G. Ackley, “The Multiplier Time Period: Money, Inventories, and Flexibility,” Am. 
Econ. Rev., June 1951, XLI, 350-68. 


4 

4 


COMMUNICATIONS 663 


identification of the transactions demand for money with the level of current 
consumption plus investment rests on questionable assumptions and lacks 
generality. (5) The universal assumption in loanable funds analyses, includ- 
ing Tsiang’s, that income effects on saving and investment are lagged although 
interest rate effects are simultaneous is an empirically implausible one. 

The above points are made (in not quite this order) in Section I. In 
Section II some broader problems are briefly considered. 


I. The Two Theories Compared 


1. By now it should be clear that any analysis of the interest rate can 
only be conducted within the framework of a completely specified macro- 
economic model, in which all other relevant economic magnitudes are like- 
wise determined. Consider, for example, the macroeconomic model repre- 
sented by the following set of familiar equations. This is a static or equilib- 
rium system. It is basically “classical” in its labor-market and output 
assumptions, but incorporates as well Keynes’ consumption function [in (4) ], 
and his liquidity preference or speculative demand for money analysis 


jin (8)]. 


Y(N) (Aggregate production function) 


(Supply of labor function) 


(Condition for labor market and output equilibrium) 


(Consumption function) 
(Investment function)? 

(Condition for income equilibrium) 
(Transactions demand for money) 


(Speculative demand for money) 


Mr, + Msg (Condition for monetary equilibrium) 


aggregate real output, real income 
aggregate employment 
money-wage level 
= general price level 
planned or desired consumer expenditures (in real terms) 


planned or desired investment expenditures (in real terms) 
*The author would prefer to omit the Y, but defers to Tsiang’s example 


j 
W dY 
(4) C = C(Y, r) 
(5) I = I(r, Y) 
(6) Y=C+I7 
(7) Mr = KPY 
(8) Lr) 
0) 
where 
Y 
N 
P 
Cc 
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y = rate of interest 
My = required or desired transactions balances 


K 


Ms = planned or desired speculative balances 


fraction of money income required for transactions balances 


M = total stock of money, exogenously determined 


‘The verbal descriptions which follow the equations are only for convenient 
identification, and are not to be taken in any other way. In particular, the 
labels given to equations (3), (6), and (9) are entirely literary. One could 
as well attach any of these three labels to any of the three equations. The 
point is that this is a system of simultaneous equations whose solution (if 
one exists) requires a set of variables which simultaneously satisfies all nine 
equations. If a particular set of variables satisfies any eight but not the 
ninth, then values of all variables may have to change before a set is found 
that satisfies all nine. 

In particular, it is fruitless to pick out any one equation | for example, (8) |, 
or even any four of these equations |for example, (4), (5), (6), and (8) ], 
as being the ones determining the rate of interest (along with the other 
variables which these equations contain). For through these other variables, 
which appear in other equations of the system, the rate of interest is linked 
into a system of mutual interdependence involving all variables and all 
relationships. It is clear that we can never consider a theory of interest in- 
dependently of the larger macroeconomic model in which it is included. 

Suppose that we now attempt to revise the previous system of equations 
to include the usual loanable funds formulation. Instead of the equation for 
the supply and demand for money 
(9) M = Mr+ Ms 
we substitute one for the supply and demand for loanable funds 

S+A4M+DH=I1 


where S is saving, AM is money creation (exogenous), and DH dishoarding. 
For S, we can clearly substitute (Y — C). Dishoarding (which, if negative, 
is hoarding) must in some sense represent the difference between the money 
which people actually hold and that which they desire to hold. Thus it might 
be written: DH = M — My — Msg. The loanable funds equation therefore 
would become: 

(10) (Y —C)+4M+(M — Mr-—Ms)=I1 


It is quite easy to see, however, that, as long as we are dealing with a 
static or equilibrium system, in which all relationships hold simultaneously, 
this constitutes a trivial rearrangement of the previous set of equations. For, 
by equation (6), we know that Y — C = J. We can therefore subtract equals 
from both sides of (10) to leave 

AM + (M — Mr — Ms) = 0 


or 
M+A4M = Mr+ Mz 


ays 
q 


COMMUNICATIONS 665 
We can also easily appreciate that the system cannot be in equilibrium unless 
AM should be zero; otherwise [see equations (7) and (8)] either r or PY 
would have to be constantly changing. Thus, in equilibrium, equation (10) 
becomes identical with our former (9). 

We can conclude, therefore, that in an equilibrium or static model, it 
makes no difference whether we include the supply and demand for money 
[equation (9)], or the supply and demand for loanable funds | equation 
(10) |. This does not directly confirm or contradict any conclusion of Tsiang’s, 
whose analysis, from the beginning, is couched in dynamic terms. 

2. Once we make our analysis dynamic, it is not necessary that all of the 
above equations, which define positions of equilibrium, should always simul- 
taneously be satisfied, nor is AJ/ necessarily zero. Thus equations (9) and 
(10) need not, by subtraction of equals, reduce to the same thing. We may 
therefore proceed to a comparison of loanable funds and liquidity preference 
theories in a dynamic model. 

The first simplification that we make is to assume prices to be rigid, thus 
splitting off the first three equations (or their equivalent). That is, “supply 
considerations” are ignored, and output is made to depend upon demand alone. 
(By the same token, all relationship between M and P is denied, which is 
the whole burden of the “quantity theory’). It is significant that all loanable 
funds analysis of the interest rate seems to be conducted on these assump- 
tions. So, too, of course, is much “liquidity preference” analysis.’ 

The second simplification that all loanable-funds theories embrace is to 
introduce a lag in the effect of income changes on consumption (saving) and 
investment, although the interest rate effect remains simultaneous, Thus 
equations (4) and (5) become 
(4.1) C, = C(V 

(5.1) = I(r, Ver) 


The empirical validity of these lag assumptions is discussed below in para- 
graph 4. Their strategic importance in loanable-funds analysis, like the 
assumption of rigid prices, is that they permit us to have a “theory of in- 
terest” which is, at least in the very short run, independent of the larger 
macroeconomic model. Last period’s income, now merely a datum, determines 
the level of this period’s saving and investment schedules, which, together 
with dishoarding and money creation, determine this period’s rate of in- 
terest. These also determine this period’s income, but the process is one- 
directional; there is no current “feedback” from income to saving, invest- 
ment, and the interest rate. 

The methodological significance of these simplifying assumptions is con- 
sidered briefly in Section II. For the present, we proceed to see how saving 
and investment may be incorporated along with money creation and hoard- 
ing into an analysis of the supply and demand for loanable funds. The first 


*But because the liquidity preference analysis is static, and therefore simpler, it is 
easier to include it in a larger model which retains “supply considerations” and the price 


level. 


666 THE AMERICAN ECONOMIC REVIEW 


basic problem we face is one of units. (This problem arises equally in our 
previous manipulation of the equilibrium system, but the solution or even 
recognition of it makes absolutely no difference in that context.) Keynes’ 
supply and demand for money analysis dealt with a stock of cash and the 
demand for that stock. Stocks are not expressed in terms of a time unit; 
flows (like saving and investment) are. The stock of cash is $500 billion, not 
$500 billion per day or per year. Flows, however, must have a time unit stated 
or implied. What the stock analysis says is that there are certain combinations 
of interest rate (r) and money value of income (PY) at which the total 
actual stock of cash will be willingly held. Given any of these combinations 
of r and PY, wealth holders will be in equilibrium with respect to their cash 
holding; there will be no incentive either to net hoarding or dishoarding. 
But at all combinations of r and PY other than these, the actual stock, M, 
would diverge from the desired stock, My + Mg, and hoarding or dishoarding 
would occur as individuals attempted to alter their portfolios either by selling 
securities for cash (hoarding), or by using idle cash to buy securities (dis- 
hoarding). These kinds of transactions either absorb loanable funds or supply 
them, and thus should be included along with saving, investment, and money 
creation in an analysis of the interest rate. (Another way of putting it is that 
either hoarding supplies or dishoarding absorbs securities, and thus should 
be included, along with the demands for securities from savers and banks, 
and the supply from investors, in an analysis of security prices. ) 

The trouble is that the difference between two stocks (the actual and the 
desired stocks of cash) is still measured in stock terms; it has no time dimen- 
sion. But it is to be added to or compared with flows (saving, investment, 
and money creation) that can only be expressed in terms of a time unit. 
Obviously one further piece of information is required. When there is a 
difference between actual and desired stocks of cash—say, an excess of $500 
million of actual over desired—we need to know how fast this difference is 
released into the market. Is it at the rate of $10 million per day (for fifty 
days), of $100 million per day (for five days), or at a rate of $1000 million 
per day (for one-half day) ?* This is an empirical question about the behavior 
of wealth holders that our stock analysis—normally framed only in equili- 
brium terms——never raises, much less answers. But it is obviously not only 
relevant but indispensable for a loanable funds, disequilibrium analysis. 

Tsiang assumes the answer to this question in his discussion, but without 
appearing to realize that it is an empirical question. The excess is dumped 
into the market instantaneously (the market is open only for an instant at 
the beginning of the day) so that every day actual cash holdings just equal 
those desired. 

Now it is indeed plausible to assume that portfolio adjustments can and 


*We must not fall into the trap of assuming that release at one of these rates (e.g, 
$100 million per day) will continue for the time specified (e.g., five days) and then be 
completed. Until or unless the actual stock of M, or ¢ and PY which determine the 
desired stock, should be altered, the excess will remain. However, the attempts to release 
the stock at one of these rates will affect r or PY, in a way which it is the object of our 
analysis to determine. 
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do occur very rapidly, although it is necessary to repeat that this is an 
empirical assumption. But are the consequences of this clear? What would 
be the results of another assumption? If we were to assume, for example, 
that the release of excess funds (or securities) were very slow, the conse- 
quence would be that the Keynesian speculative demand would play relatively 
little role in short-run interest rate determination. On the other hand, the 
Tsiang quick-release assumption has the consequence that the short-run 
determination of the rate of interest must be largely dominated by these 
portfolio-adjusting transactions—i.e., by Keynes’ speculative demand for 
money schedule. Accepting Tsiang’s timing means that the daily amounts of 
saving and investment, whatever the interest rate, must be extremely small 
compared with the amounts of funds that can be withdrawn or supplied 
through portfolio adjustment. For the amount of hoarding that can occur 
in one day (on Tsiang’s assumption) is limited only by the total amount of 
securities outstanding, which must be hundreds of times as large as daily 
saving; the amount of dishoarding by the total of idle cash. Even with a very 
moderate interest-rate elasticity of the Keynesian speculative demand schedule 
(in stock terms), the magnitude and slope (with respect te r) of the hoarding- 
dishoarding component should completely swamp saving and investment in 
the supply and demand for funds. Tsiang’s graph® makes saving and dis- 
hoarding of roughly equal importance in the supply of funds. Drawing a 
conventional loanable funds diagram (Tsiang’s is somewhat unusual), but 
incorporating a recognition of the much greater potential magnitude of the 
dishoarding component, we should have a situation like that pictured in our 
Figure 1. 

In Figure 1, // and SS represent initial saving and investment schedules, 
r. is the market rate of interest, and this is an equilibrium situation with zero 
money creation and zero dishoarding. A shift in the investment schedule to 
I'l’ raises the market rate of interest to r,, at which rate the demand for 
funds, OD, is equal to the supply, which now includes not only saving in 
the amount OB, but also money creation in the amount BC, and dishoarding 
in the much larger amount CD.° Because our diagram assumes a large 
elasticity of the dishoarding component of the supply of funds, the interest 
rate has been raised only very slightly despite a large increase in investment 
demand. Although income will also change in this same period, the invest- 
ment and saving schedules depend on last period’s income, and can thus be 
considered as given. 

Why is it important whether the rate of interest rises a little or a lot in 
response to an increase in investment demand, or falls a little or a lot in 
response to an increase in the propensity to save? 


* Op. cit., Figure 2, p. 549. 
*In Figure 1, AM has been shown as a function of ¢, a relationship frequently hypoth- 
esized. Previously we considered M and AM exogenous. If the latter is preferred, the 
S+ AM curve should be shown as parallel to the S curve. Tsiang’s assumption, that cur- 
rent M is a function of current ¢, raises stock-flow problems identical with those dis- 
cussed above in connection with hoarding and dishoarding—i., problems of the speed 
of the banks’ actions to adjust portfolios. 
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Knut Wicksell long ago pointed out that when a shift occurred in saving 
or investment schedules, altering the “natural rate” of interest (as from 
r, to r, in Figure 1), the banks would probably fill all or part of the gap 


Rate of 
interest 
I I' S¢ OM¢DH 
r 
5 Daily flows 
of loanable 
ABC funds 


Ficure 1 


mY opened up between saving and investment at the former rate of interest, thus 
4 preventing the change in the market rate of interest which would otherwise 
have occurred, and which, had it occurred, would have stabilized the aggregate 
; demand for goods and services—the sum of consumption plus investment 
spending. Since aggregate demand is not stabilized by the interest rate, 
ad inflation or deflation must occur in the price level, continuing until the 
ce: natural rate happens to return to equality with the market rate, or until the 
banks are forced or induced (by exhaustion or accumulation of reserves) to . 
let the market rate find the new natural level. (Since he assumed perfectly 
flexible wages and prices, only price and wage changes but neither unemploy- 
ment nor increased output could result.) 

What Keynes’ speculative demand for money analysis added was the idea 
that, even if the banks could be made to behave, and the quantity of money 
were stabilized, private wealth holders would systematically hoard or dis- 
hoard in a way that would prevent the adjustment of the rate of interest to 
changes in its natural level, thus again requiring changes in the aggregate 
demand for goods and services. (Because Keynes assumed rigid wages, an 
alteration of aggregate demand would produce changes in real output and 
employment. However, if we substitute flexible wages, the result is, like 
Wicksell’s, indefinite inflation or deflation.)’ In other words, Keynes’ specu- 
lators play the same role as Wicksell’s banks in preventing the interest rate 
from performing its classical function of stabilizing aggregate demand against 
shifts in saving or investment propensities.* What is thus at issue in the 


"Which proceeds until desired transactions balances are sufficiently altered by price- 
level changes that the rate of interest can again find its “natural level.” 

*It is interesting to reflect upon the similarity of the behavior ascribed by Wicksell 
to bankers and by Keynes to wealth holders in general. Wicksell suggested that the 
initiative for changes in the volume of bank lending did not usually originate with the 
banks but arose from fluctuations in investment prospects. A temporary reduction of 
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question of the speed of the hoarding or dishoarding adjustments is whether 
speculation interferes seriously or only to a minor extent with the stabilizing 
influence which the interest rate would otherwise automatically have on 
aggregate demand (assuming AM were zero). Similarly, the empirical sig- 
nificance or triviality of Wicksell’s proposition depends on whether the mag- 
nitude of the potential flow of money creation by banks is great or small 
relative to current saving and investment flows. 

If the view expressed above is correct, that the slope of the hoarding- 
dishoarding schedule dominates the short-run determination of the interest 
rate, then the rate of interest is, in the short run, a very poor automatic 
stabilizer indeed; and other adjustments, operating through changes in out- 
put and employment or wages and prices, or both, must bear the initial 
brunt of changes in saving or investment propensities. (Actually, in the 
particular model represented by our equations—which, like Wicksell’s as- 
sumes perfectly flexible wages and prices—the interest rate would, in the end, 
fully adjust to any new conditions of thrift or productivity of investment, 
leaving real income at its initial level. But in the short run aggregate demand 
must shift, altering the positions of S, /, and DH schedules, until the adjust- 
ment is completed.) 

3. There is one problem overlooked in the foregoing formulation, and it is 
a problem to which Tsiang pays particular attention. In determining the 
amount of hoarding or dishoarding (speculative supply or demand for 
securities), we must first subtract from the total stock of money the current 
transactions demand. Tsiang appears to consider one of his most important 
contributions to be the explicit formulation of this element as the sum of 
today’s consumption plus investment. In our view, this particular result 
lacks either generality or great significance. The transactions demand (a 
stock variable) is equal to the sum of one day’s flow of consumption plus 
investment only on some very special assumptions. These include, apparently, 
the assumption of complete integration in business, the assumption that all 
income payments are simultaneous, and, as well, the impossible “perfect 
overlapping” of payment periods.’ It would seem to be more general simply 
to specify current transactions demand as some fraction (multiple) of the 
current level of income (PY). More damaging to Tsiang’s argument is the 
possibility—-which could easily be defended on grounds of realism—that the 


investment incentives would reduce the volume of new security issues. Savers, willing to 
absorb the same volume of securities as before, would tend to bid up security prices. As 
security prices rose above “normal” levels, banks would sell from their portfolios, in 
order to secure capital gains and to avoid later capital losses. This normal and rational 
(speculative) action by banks prevented security prices from rising as far as they other- 
wise would. Keynes merely observed that rational nonbank wealth holders had the same 
stability of interest rate expectations as banks, and the same desire to make capital gains 
and avoid capital losses, with the same consequences. However, while institutional 
changes or central bank controls could cure the destabilizing behavior of banks, private 
speculation may not be so easily handled. 

*See H. S. Ellis, “Some Fundamentals in the Theory of Velocity,” Quart. Jour. Econ., 
May 1938, LII, 431-72; reprinted in Readings in Monetary Theory (Philadelphia, 1951), 


pp. 89-128. 
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transactions demand may depend not on current but on lagged income. 
Although there can be no great objection to Tsiang’s particular formulation, 
it is certainly not a matter for immutable generalization, in the light of 
which one should (as does Tsiang) criticize as clearly wrong Keynes’ discus- 
sion of the “demand for finance.” 

Even though we may grant, with Tsiang, that a change in the current 
volume of total demand (C + /) may involve a concurrent change in the 
transactions demand, thus affecting the current rate of interest, the important 
fact would still appear to be that the speculative release or absorption of 
funds is, in the short run, the more significant influence on the interest rate. 
Given speculators’ interest rate expectations, speculative sales and purchases 
of securities will dominate the short-run determination of security prices 
(just as such sales and purchases dominate the short-run determination of 
wheat or cotton prices). ; 

4. It was pointed out earlier that all loanable funds analyses of interest 
assume that there are lags in the reaction of saving and investment to income 
change. Otherwise, it would not be possible to draw unambiguous schedules 
of saving and investment (as functions of r) at all. It is, again, an empirical 
judgment, probably carelessly made, that justifies this treatment. The writer 
is not disposed to quarrel with the assumption of these lags. But as one thinks 
at all about the realism of these lag assumptions, he is certainly led to ques- 
tion the empirical assumption, invariably made in loanable funds analysis, 
that while the effect of Y on saving and investment is lagged, the effect of r 
is simultaneous. Consider first the saver. If we adopt a Robertsonian view 
of his institutional setting and intellectual processes, we could as well lag 
the interest rate as the income effect: we could have him decide, at the begin- 
ning of the day (knowing yesterday’s but not today’s income and interest 
rate), what he would consume and save; and carry out that plan, regardless 
of what today’s income and interest rate turned out to be. (The usual assump- 
tion causes him to revise his plan if the interest rate changes but not if in- 
come changes!) This would leave for current decision, in the light of in- 
stantaneous developments in the loan market, only his portfolio adjustment, 
i.e., what he should do with his current new saving plus his accumulated 
past savings (the latter, of course, being by far the larger component). Think- 
ing more realistically about actual consumers, we are led to doubt the im- 
portance of any effect of the interest rate on saving. But even if we accept 
such an effect, we are surely led to suppose that any effect of interest rate 
change that may exist is likely to be at least as slow in appearing as is the 
effect of income change. This would suggest that the saving schedule in 
Figure 1 should be a vertical line. 

On the investment side, too, one wonders whether the interest rate effect 
should not also be lagged. To be sure, the timing of borrowing (which is 
what is relevant to the market rate) may very well be advanced or delayed 
depending on current market developments. But to the extent that this is 
independent of the actual expenditure of the borrowed funds, then we are 
dealing again with a speculative hoarding-dishoarding situation, based upon 
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the relation of current to expected future rates of interest. Thus the invest- 
ment schedule might also become vertical. 

If we should go all the way and make both saving and investment inde- 
pendent of the current rate of interest (though dependent, at least in the 
case of investment, on an earlier rate level), then the short-run rate of interest 
would depend even more heavily on the terms on which wealth holders are 
willing to release or absorb funds, and the banks to create or extinguish them. 
In these circumstances, the level of income—and perhaps other variables— 
would have to absorb almost the full effect of discrepancies between saving 
and investment (although in the longer run the rate of interest might still 
play a major role). 

5. From the foregoing, it should not be difficult to understand why the 
Keynesian formulation in terms of stocks is usually identified with a static or 
equilibrium theory, and the loanable funds with a dynamic analysis. The 
usual liquidity preference formulation does not progress beyond the identifica- 
tion of an asset-holding equilibrium [equation (9)], the situation in which 
the supply and demand for money are equal. The loanable funds analysis, 
however, if it is to constitute anything more than a trivial rearrangement of 
the stock analysis, must consider hoarding or dishoarding as a flow of funds, 
positive or negative (i.e., nonzero) in amount. But this involves a disequilib- 
brium situation with respect to stocks. For this analysis we need more infor- 
mation than the stock analysis provides—namely, we need to know something 
about the speed of these disequilibrium flows. 

The difference of subject matter between the two theories is analogous to 
the difference between capital theory and investment theory. Capital theory 
usually deals with the conditions of capital stock equilibrium—a state of 
zero net investment. Investment theory, on the other hand, deals (or should) 
with this question: how fast—-at what rate—will the (nonzero) flow of 
investment occur when the capital stock is not in equilibrium? As is the case 
for loanable funds analysis, investment theory requires more information 
than is provided by capital theory. 

‘One could also put it that the loanable funds analysis is broader, because 
it includes within its scope both equilibrium and disequilibrium positions. 
That is, when DH and AM are respectively equal to zero, the system is in 
equilibrium (as far as monetary relationships are concerned). In this special 
case, the equality between the supply and demand for funds reduces to an 
equality between saving (the only remaining element in the supply of funds) 
and investment. This equality is formally identical with the equality between 
income and the sum of consumption and investment, a proposition associated 
with the liquidity preference analysis. 

It seems to be a matter of literary taste whether we express it that the 
theories are identical (because they predict the same equilibrium values), that 
the liquidity preference theory is more fundamental (because it identifies 
the equilibrium), or that the loanable funds theory is more general (because 
it can handle both equilibrium and disequilibrium). In any case, the two 
are closely related, and, properly understood, not in conflict. 
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II. Some Problems of Interest Theory 


We close with two final and more general observations on interest theory. 

1. Keynes’ innovations in the field of interest rate theory were of two 
kinds. In the first place, he formulated the problem in stock rather than in 
flow terms. In the second place, he postulated a kind of behavior by wealth- 
holders (the speculative demand for money), which had either not been 
considered in the previous literature, or the significance of which had not 
previously been grasped. The first of these innovations is one of form, the 
second of substance. The preoccupation of most subsequent discussion with 
the matter of form seems to have had the consequence that the substance of 
Keynes’ contribution to interest theory has received insufficient examination. 
Some critics have tried to show the superiority of any loanable funds ap- 
proach, or the error of any stock approach. Others, sensing that there need be 
no conflict, have tried, with generally unhappy results, to show how the 
Keynesian speculative demand can be incorporated into a loanable funds 
framework. In so doing, they have, like Tsiang, not examined the substance 
of what Keynes had to say about speculative behavior. Still awaiting really 
adequate examination, therefore, are these among other questions about 
Keynes’ substantive innovation: 

A. Keynes tended, despite formal disclaimers, to assume a stable specula- 
tive demand schedule, and to deal only with movements along this schedule. 
That is, he assumed a given level and structure of interest rate expectations 
by wealth-holders. But how important are movements along a given schedule, 
as compared with shifts in the schedule (that is, changes in the level or 
structure of interest rate expectations)? What are the causes of such shifts 
(other than changes in central bank policy, or in the financial community’s 
understanding of that policy) ? 

B. May not a change in the current interest rate itself cause changes in 
the level of expected future rates; sometimes even a larger change in ex 
pected than in present rates? What determines whether the elasticity of in- 
terest rate expectations is zero or less than one (as Keynes assumed), one 
(as the classical writers in effect assumed by ignoring the problem), or 
greater than one (as fears of “disorderly market” scem to assume) ? 

C. Although some extension of asset preference theory has occurred, in 
particular by bringing in loans of different maturity in place of Keynes’ single 
rate, much asset preference theory is purely formal, lacking the substance 
which—correct or not—Keynes’ ideas had. In particular, there is urgent 
need for the development of a theory, with empirical substance, that includes 
shares as well as bonds and money. (Keynes had some striking things to say 
about the determination of share prices, but they were not integrated with 
his asset theory, which assumed that people either owned capital goods, 
bonds, or money.) 

2. We began by noting that any analysis of the interest rate must be 
conducted within the framework of a completely specified macroeconomic 
model. We argued, therefore, that it was not possible to speak of an interest 
rate theory independently of the larger model. The way in which loanable 
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funds theories escape this problem is to assume a structure of lags such that 
the current values of income and certain other variables do not affect (al- 
though they are affected by) the current determination of the rate of interest. 
We have questioned the reasonableness of these specific lag assumptions. But 
even if a particular structure of lags should permit us to isolate the short- 
term determination of the rate of interest from the larger framework of a 
macroeconomic model, the larger framework is stil] there, and is more im- 
portant than the little detail we have pulled out. At best, the usual loanable 
funds analysis is a “one shot,” single-stage affair. This kind of dynamics is 
not necessarily better than statics. What we need, rather, is a process analysis, 
which links today’s values not only with yesterday's but with tomorrow’s 
and those of the day after. 

It is now generally understood that what happens in disequilibrium depends 
on the relative speeds and sequences of adjustment of the various economic 
subjects to changing events (values of variables). With different assumptions 
about these speeds and sequences we can get very different patterns of move- 
ment of variables in disequilibrium. Also, depending on the same speeds and 
sequences, the equilibrium of the model may be highly stable (i.e., quickly 
re-established), barely stable, or unstable. To carry forward a process analysis 
even of the interest rate thus requires that we know the speeds and sequences 
of all other adjustment in the system—of wage changes to employment, of 
consumption changes to income, of output changes to aggregate demand or 
real wage, etc. Disequilibrium analysis, just as much as equilibrium analysis, 
requires the framework of a completely specified macroeconomic model."® 
The lack of such a framework constitutes the most serious limitation of the 
usual loanable funds analysis of the interest rate. 

GARDNER ACKLEY* 


“Tt is for this reason that we have not attempted to present a dynamic model cor- 
responding to the static one presented earlier. The most strategic element in such a 
(short-run) model is, in our judgment, not the interest rate equation but the complex 
equation or equations describing the short-run adjustment of output to changes in demand 
These output (or inventory) reactions must be specified for any process analysis even of 
the interest rate. To present and defend a model with even faint claims to realism is 
most difficult (see G. Ackley, loc. cit.), and would be inappropriate here. 


* The author is professor of economics at the University of Michigan. 


Reply 

I shall discuss the five objections which Gardner Ackley has raised to my 
previous article in the order in which they are enumerated at the beginning 
of his comment. 

1. In spite of my endeavor to show that the liquidity perference theory 
and the loanable funds theory are really different ways of saying the same 
thing in the analysis both of stationary equilibriurn and of dynamic process, 
Ackley insists that the two theories have different subject matters. According 
to him, “the former identifies an asset-holding equilibrium, whereas the latter 
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deals with what happens in disequilibrium.”* He admits that in a stationary 
equilibrium, the two theories can be easily identified, although he calls the 
latter “a mere trivial re-arrangement of the former.”* In any other situation, 
however, he balks at the attempt to reconcile the two theories, because he is 
of the opinion that the liquidity preference theory “never raises, much less 
answers” the question of asset-adjustment should the existing asset-holding 
position get out of equilibrium.* This actually constitutes the substance of 
his second objection to which we shall presently turn. 

Before we do, I should like to express my doubt whether the liquidity 
preference theory as Ackley understands it, viz. the original Keynesian 
version that lays emphasis chiefly on the speculative demand for money, is 
consistent with a state of general stationary equilibrium as implied in his 
illustrative model. For, according to Keynes, the speculative demand for 
money (liquidity preference proper) owes its existence mainly to the general 
expectation that the rate of interest will be different from what it is. If 
every economic variable should attain its equilibrium value and hence pre- 
sumably no further changes were to be expected, then the speculative demand 
for money would be nonexistent.* 

2. Ackley contends that “the difference between . . . the actual and desired 
stocks of cash is still measured in stock terms.’ It cannot be given a time 
dimension and made comparable and additive to flows of savings, investment, 
etc. ina dynamic theory of interest, unless we know the speed at which the 
desired changes in the stock of cash can be carried out.* 

I doubt very much whether the concept of the speed of adjustment of the 
actual cash holding to the desired cash holding (as distinguished from the 
time lag in decision making) is of much help in this connection. Speaking in 
microeconomic terms, there is no reason to believe that the adjustment of 
one’s cash holding by, say, $10,000 would necessarily take any longer than 
(let alone ten times the time required for) the adjustment of one’s cash hold- 
ing by $1,000. What then is the speed of the adjustment of one’s cash hold- 
ing? Surely the speed is so flexible and capable of so great variation in 
accordance with the magnitude of the desired adjustment as to make it 
meaningless to speak of a speed. In macroeconomic terms, the situation is 
not much different. Judging from the enormous fluctuations in the volume 
of transactions per calendar day that are capable of happening on the stock, 
bond and money markets combined, we must conclude that the speed of 
adjustment of aggregate idle cash holdings is also extremely variable in 


* See p. 662 above. 

* See p. 664 above. 

*See p. 666. See also p. 671 on which he states, “The usual liquidity preference formula- 
tion does not progress beyond the identification of an asset-holding equilibrium, . . . the 
situation in which the supply and demand for money are equal.” 

*See Section 3 below for more discussion on this point. See also D. H. Robertson, 
“Alternative Theories of the Rate of Interest,” Econ. Jour., Sept. 1937, XLVII, esp 
p. 433 

* See p. 666 above. 

* Loc. cit. 
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accordance with the aggregate magnitude of adjustments that are desired. 
That is why it seemed to me as reasonable an assumption as any that what- 
ever changes in the stocks of idle cash may be desired can be carried out 
instantaneously when we are dealing with a minimum time unit, the Robert- 
sonian “day,” which is presumably much longer than a calendar day. 

3. Ackley contends that if the adjustment of the holdings of cash balances 
to changes in the interest rate were as quick as I assumed, the speculative 
element would dominate short-run interest rate determination. 

He argues that since “the amount of hoarding that can occur in one day 
(on Tsiang’s assumption) is limited only by the total amount of securities 
outstanding, which must be hundreds of times as large as daily saving; the 
amount of dishoarding [is limited] by the total of idle cash,” hence “the 
magnitude and slope (with respect to r) of the hoarding-dishoarding compo- 
nent should completely swamp saving and investment in the supply and 
demand for funds.’” This is equivalent to saying that because the absolute 
limit to certain variable is very large, the actual magnitude of that variable 
must be very large too. In my opinion there is far more theoretical ground to 
believe that normally the flow of hoarding or dishoarding is unlikely to be 
an overwhelming component in the demand or supply of funds than otherwise. 

Although Ackley regards much of post-Keynesian asset-preference theory 
as “purely formal, lacking the substance which—correct or not--Keynes’ 
ideas had,’*® these later discussions have at least made it clear that what 
Keynes described as speculative adjustments of the holdings of long-term 
securities and idle cash are really speculative arbitrages between the long- 
term interest rate and the average of the current and expected future short- 


term rates.* The discussions of the relationship between the long and short 
rates since the General Theory have made it quite clear that speculative 
selling of long-term securities in expectation of a future rise in the long-term 
rate by and large merely causes a shift of funds from the long-term capital 
market to the short-term money market (and vice versa). There is no reason 
to expect, in normal circumstances anyway, that the speculator who sells his 
long-term securities will hold the proceeds in idle cash.”° 


"See p. 667 above. 

*See p. 672 above. 

*See particularly, J. R. Hicks, Value and Capital (Oxford, 1939) Ch. XI, pp. 141-52; 
N. Kaldor “Speculation and Stability,” Rev. Econ. Stud. Oct. 1939, VII, 1-27; M 
Kalecki, Essays in the Theory of Economic Fluctuations (London, 1939), pp. 107-15; 
D. H. Robertson, “Mr. Keynes and the Rate of Interest,” Essays in Monetary Theory 
(London, 1940) esp., pp. 29-33; S. C. Tsiang, “A Note on Speculation and Income 
Stability,” Economica, Nov. 1943, NS., X, 286 and D. H. Robertson, “Some Notes on 
the Theory of Interest,” Money, Trade and Economic Growth, in honor of J. H. Wil- 
liams (New York, 1951), pp. 193-209. 

"See Kaldor, op. cit., pp. 13-14, Tsiang, of. cit., pp. 286-88 and Robertson “Some 
Notes on the Theory of Interest,” op. cit., pp. 205-08. It is of considerable interest for Dog- 
mengeschichte that this is in fact Keynes’ own view in his Treatise. The bears will either put 
the proceeds of their sales in savings deposits, or use the “bear funds” to buy Treasury 
bills, to grant loans to the money market at call, or simply to pay off their margin 
debts to brokers. See Keynes, A Treatise on Money (London, 1930), Vol. I, p. 252 
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Thus, when we have for the sake of simplification aggregated the long-term 
and short-term capital markets into a single market with a single rate of 
interest, as I tacitly did in my article under comment, we may regard specula- 
tion in long-term securities as an activity which merely shifts the pressure of 
excess demand or supply from one sector of the aggregate money market to 
another sector, but which does not by itself lead to wholesale draining away of 
funds from the market into idle speculative cash balances or conversely, no 
matter how rapidly portfolio adjustments are made. It is for this reason that 
I believe that hoarding or dishoarding is unlikely to be an overwhelming 
factor in the determination of the interest rate unless the short-term rate has 
already reached such a low level that it barely compensates for the cost and 
bother of investing idle funds in short-term assets." It is for this reason also 
that I prefer the more old-fashioned term “idle cash balances” to the term 
“speculative cash balances,” as 1 believe the main reasons for holding idle 
balances in excess of transaction requirements are precaution and inertia 
rather than expectation of future changes in interest rate or in values of 
long-term assets. 

4. Ackley criticizes my identification of the transaction demand for money 
with the leycl of current consumption plus investment as resting on question- 
able assumptions and lacking generality. He maintains that “it would seem to 
be more general simply to specify current transactions demand as some 
fraction (multiple) of the current level of income (PY)’’’* as he does in equa- 
tion (7), viz., Mr = KPY." 

He does not seem to realize, however, that so long as K is assumed to be a 
constant, one can always vary the time unit chosen for the measurement of 


1 ‘ 
money income by K times so that the above equation can be reduced to 


My, = PY. Surely he should have no objection to this procedure, since else- 
where in his comment he asserts that, with Keynes’ supply and demand for 
money analysis (the liquidity preference theory), the choice of time unit 
“makes absolutely no difference.”"* With such an equation for the transaction 
demand for money as his equation (7), the choice of time unit can only be 
said to make absolutely no difference to the demand for money and the 
equilibrium interest rate if K varies in exact inverse proportion to the length 
of the time unit chosen for the measurement of income flow, so that, whatever 
the time unit chosen, the transaction demand for money would remain the 
same. 

Our identification of the transaction demand for money with the level of 
current consumption plus investment was merely the expository device of 
adopting as a time unit the period during which the average velocity of 
transaction balances is unity. It rests on no more questionable assumptions 
and is no less general than to specify current transaction demand for money 


" See Tsiang, op. cit., pp. 290-2. 
"* See p. 669 above. 

" See p. 663 above. 

* See pp. 665-66 above. 
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as some constant fraction (or multiple) of current money income. 

Even when this velocity (or fraction) is not constant, as in times of hyper- 
inflation or possibly even when there are very large changes in the interest 
rate, we would merely have the embarrassment that the time unit we have 
adopted is not a constant one and that a stable income flow measured in 
our flexible time units may be actually expanding or contracting when 
measured in some constant natural time units. Nevertheless, this possibility 
does not detract from the value of this expository device in clarifying the 
true nature of the “demand for finance” and in demonstrating that changes 
in the investment demand for funds or in the propensity to save have a 
direct effect upon the interest rate instead of having merely an indirect effect 
through the multiplier process. 

5. Ackley further criticizes as empirically implausible the universal assump- 
tion in loanable-funds analysis that income effects on savings and investment 
are lagged although interest effects are assumed to be simultaneous. Since, 
however, the interest rate is a sort of price—-the price for loans according to 
the loanable funds theory and the price for the holding of money balances 
according to the liquidity preference theory—it surely is evident that at 
least some effects of the price upon various elements of demand and supply 
are immediate. The function of price in a market without rationing or restric- 
tion is to bring the current (not lagged) demand and supply into equality. 
Conversely, the price can be said to be determined by the equilibrium between 
the demand and supply, only when demand and supply are, at least partially, 
unlagged functions of the current price. If the effects of the price (the 
interest rate in the present case) should all be lagged, there is nothing left 
to determine the rate of interest in the present. 

I would not deny that past interest rates may have some lagged influences 
upon plans for current consumption, investment, adjustment of one’s cash 
holdings, etc. However, we do not really know much about the functional 
relationships between past interest rates of different periods back and the 
various current plans, in particular whether the lagged influences of past 
interest rates are cumulative and can be added to the immediate effects of 
the current interest rate, or whether they are to some extent mutually offset- 
ting. As my main purpose in the article under comment was to reconcile the 
loanable-funds approach (money-flow approach) to the liquidity-preference 
approach (money-stock approach) at their usual level of abstraction, I may 
be excused for not introducing new complications about which we know very 
little. 

Ackley is also unhappy about the absence of current income in the func- 
tions for savings and investment in the formulation of loanable funds theories 
such as mine. This actually follows naturally from the attempt of loanable 
funds theorists (or process analysts) to analyze the day-to-day determination 
of the interest rate on the money market by means of, so to speak, a series 
of cinematographic pictures. Under the specific assumption I made, the 
operations on the money market are supposed all to be carried out at the 
very beginning of the day before other types of transactions can be executed 
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during the later part of the day. Thus at the beginning of the day, the only 
income data available to the lenders and borrowers are incomes of the past 
periods and their own expectations of future incomes based upon past experi- 
ences. When loan transactions are made, the incomes to be received during 
the current day are still unknown.’° 
However, the fact that only lagged income is included in the savings 
and investment functions does not in the least mean that “there is no current 
‘feedback’ from income to saving, investment, and the interest rate’** and 
that ‘the usual loanable funds analysis is a ‘one shot,’ single-stage affair.’’*’ 
A simple illustration should make this clear. Suppose we have a simple and 
much-discussed model of the interaction between the acceleration and multi- 
plier principles as the following: 
Cr = (1) 
Ty = — Vex) (2) 
(3) 


Hence: 
=9 (4) 


Here too we have only lagged incomes in both the consumption and invest- 
ment functions. Does it follow that the resulting difference equation (4) is a 
“one shot, single-stage affair” with no feedback from income to savings and 
investment? 

6. Lastly, although he has not enumerated it at the beginning of his 


comment as one of his objections to my article, he stresses that “any analysis 
of the interest rate can only be conducted within the framework of a com- 
pletely specified macroeconomic model, in which all other relevant economic 
magnitudes are likewise determined.””"* 

It is true that all economic variables are to a greater or smaller extent 
mutually dependent. It is obviously impossible, however, to include in a 
theoretical model all economic factors that have any relevance at all to the 
problem under discussion. Certainly Ackley himself has not succeeded in 
doing this in his model of nine equations. Each economist must make his 
own selection of variables that he regards as of primary significance. His 
model is to be criticized only by pointing out concretely how his exclusion 
of certain other relevant factors leads to such substantial misrepresentation 
of the economic process under study as to mislead rather than to further 
understanding of the problem. Ackley has not done this. 

S. C. Tstanc* 


“A more valid question would be why past incomes of more than one period back 
and expectations of future incomes are not specifically introduced. I would have to make 
the same plea of ignorance and desire for simplification as with respect to the effects of 
past interest rates. 


See p. 665 above 

"' See p. 673 above 

" See p. 663 above; see also p. 672 

* The author is an economist in the International Monetary Fund. 
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A Macroeconomic Theory of Wages: Comment’ 


Professor Sidney Weintraub in his recent article* introduces labor-demand- 
and-supply functions which are related to money wages. In the transition 
from real to money terms, however, an error creeps into the analysis. 

Weintraub has developed a labor-demand schedule, where the quantity of 
labor demanded is a function of the money wage, as follows. First, given 
the stock of equipment, the money-wage rate, and the production function 
for labor, an aggregate supply or aggregate money-proceeds function can be 
constructed (Weintraub’s Z function, p. 836). A certain level of output 
(employment) is associated with each point on this aggregate-supply curve.* 
Before the demand for labor at a particular money-wage rate can be deter- 
mined, however, it is necessary to construct a function relating aggregate 
money demand, for that money-wage rate, to the level of employment. Each 
money wage thus gives a different pair of D and Z curves and a different 
point of intersection. Our demand schedule for labor then relates the levels of 
employment, indicated by the intersection of each pair of D and Z curves, 
to the money-wage rate on the basis of which the curves are constructed. 

Constructing a labor-supply curve as a function of money wages poses 
additional problems. Since Weintraub assumes that workers have given 
income-leisure preferences and that they are not influenced by a money illu- 
sion, the supply of labor is a unique function of the real wage. Therefore, a 
labor-supply function formulated in terms of money wages must be based on 
some relationship between real wages and money wages. This relationship 
Weintraub obtains by assuming that the real wage corresponding to any 
money wage is equal to the marginal product of labor for the level of employ- 
ment determined by the effective demand, which is, as indicated above, a 
function of the money wage.‘ In other words the quantity of labor supplied 
at any given money wage is dependent on the real wage which corresponds 
to the level of employment demanded at the indicated money wage. 

In his final section (pp. 851 ff.) Weintraub considers the effects of a shift in 
the labor demand schedule while assuming a classical rising supply function 
of labor in real terms. 


_ With labor-productivity functions unchanged, the D,, curve will move 
rightward and each money wage rate will now signify a lower real 
wage than before. Inevitably the D, shift will carry with it a displace- 


* The author is indebted to members of an economics seminar at Northwestern Univer- 
sity and particularly to Robert Eisner of the same institution for many valuable sug- 
gestions 

*“& Macroeconomic Approach to the Theory of Wages,” Am. Econ. Rev., Dec. 1956, 
XLVI, 835-56. 

*Cf. J. M. Keynes, “The Employment Function,’ The General Theory of Employ- 
ment, Interest, and Money (New York, 1936) pp. 280 ff., in which Z is defined, however, 
in wage units instead of money. 

‘The money wage affects the real quantity of money and the real creditor position of 
the economy thus influencing demand through the rate of interest and the “Pigou effect.” 
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ment of the S, function inasmuch as the latter is geared to the level of 
real income implicit in D,. . . . Essentially, the effect is to curb the ex- 
pansion in employment while accommodating an important wage 
movement and price-level upswing. It can be inferred from this that if 
increases in investment demand occur, a rather small change in the 
employment figure is capable of accompanying a fairly sharp change in 
the money-wage level." 


But here Weintraub is in error. There will not be “a rather small change in 
the employment figure.” Regardless how much Weintraub’s D, function 
shifts as a result of changes in investment demand (or for any other reason), 
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the S,, function must always shift exactly enough to prevent any change in 
employment. This can be demonstrated as follows. 

Before the shift in the labor-demand schedule, employment is Ny (Figure 
1). The problem now is to determine how much the money-labor-supply 
function (which is fixed in real terms) will shift to compensate for the shift 
in labor demand. First, suppose that S, could shift to S, as Weintraub sug- 
gests. At the new money wage rate, W,, employment would be ,. Since 
employment would then have increased (from N, to N,), assuming a declin- 


* Weintraub, op. cit., pp. 851-52. 

* His diagram (p. 851), assuming it is consistent with his statements (pp. 851-52) con- 
cerning changes in employment, apparently indicates a small increase in employment due 
to the shift in the labor-demand-and-supply functions 
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ing marginal product of labor,’ the real-wage rate would have had to decrease. 
This situation, however, is inconsistent with the assumption that labor supply 
is a unique (in this case rising) function of the real wage. S, shows that 
more labor is demanded and is supplied at the lower real wage, which must 
correspond to the higher employment N,, than had been supplied at the 
higher real wage corresponding to the lower employment N>. 

Similarly, suppose that S, could shift to S,. Now the money-wage rate 
would be W, and employment N;,. Since N, is less than No, the real-wage 
rate would have had to increase. But S, shows that less labor is supplied at 
the higher real-wage rate, which must correspond to the lower employment 
N,, than had been supplied at the lower real wage corresponding to the higher 
employment No. Thus supply curves S, and S, are inconsistent with the 
assumption that labor supply is a positive function of the real wage. The 
only supply functions consistent with this assumption are those which inter- 
sect D, directly above Np, e.g., S, in Figure 1. 

Weintraub has perhaps failed to realize that the intersection of his money- 
demand-and-supply curves must be at Keynesian full employment in view 
of his rejection of money illusion, But in the Keynesian system, at Wein- 
traub’s level of abstraction,* the actual level of employment is affected by 
changes in investment demand only if involuntary unemployment exists. 
Neither changes in investment demand nor money wages can then affect the 
level of full employment in either Keynesian or classical terms. For full 
employment as defined by Keynes and the “Classicists,” and apparently by 
Weintraub, depends upon the production function and the real-supply curve 
of labor.” These are unaffected by changes in the inducement to invest (Wein- 
traub, p. 851) and are entirely unrelated to the level of money wages. 

Weintraub has developed an interesting technique for picturing labor- 
demand-and-supply functions in terms of money wages. But his concluding 
sections, in which he attempts to utilize this technique to indicate the effects 
of changes in money wages on employment and of changes in aggregate 
demand upon money wages and employment, cannot be sustained without 
amendment. 

The necessary amendment might take either or both of two forms. (1) 
The possibility of involuntary unemployment may be recognized in the 
supply-and-demand curves for labor. The intersections of these curves may 
not represent an attainable equilibrium, or they may not intersect at all at a 
positive money wage (whether or not the demand curve for labor is totally 
inelastic, as Weintraub defines the Keynesian case, p. 842). The precise 
level of employment (the quantity of labor demanded), along with the real 
wage, and the precise level of unemployment (labor supplied minus labor 
demanded) are then exogenously determined by the money wage. (2) Money 


‘ Weintraub, op. cit., p. 841. 
*Given income-leisure preferences (p. 847) and no consideration of possible changes 
in relative prices of wage goods and nonwage goods. 
* Cf. J. M. Keynes, op. cit., pp. 4-7. 
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illusion may be allowed in the labor-supply function. Then changes in aggre- 
gate demand which affect the money-wage rate may change the “full-employ- 
ment” supply of labor. 

E. JunK* 


* The author is a graduate student in economics at Northwestern University. 


Reply 


Mr. Junk’s comment, I think, facilitates the extension of my previous paper 
somewhat further towards a definition of involuntary unemployment and a 
theory of money-wage changes. What he has to say concerns primarily the 
last two pages of the article, or an implication of the main theme. Yet if 
the earlier portion still survives—-and his remarks do not lead me to believe 
otherwise—the necessary modifications for shifts in the functions ought not 
be hard to find, without departing substantially from the original text. 

Junk’s basic criticism is that in the case of labor positively responsive to 
real wages, a supply shift which increases equilibrium employment (as does 
his S, curve) and a supply shift which decreases employment (his S,) are 
both invalid, é.e., inconsistent with the hypothesis of diminishing returns with 
given equipment in conditions of rising investment demand. Hence, he argues, 
the equilibrium employment level must remain unchanged. 

I think this proves too much. While the S, curve, with its smaller equilib- 
rium employment can be eliminated as contrary to “usual” experience, with- 
out at the moment stopping to analyze it in more detail, the same is not true 
of S,. Conceptually, it is possible for reduced aggregate consumption to go 
along with higher investment (measured in employment units), higher real 
wages, and higher employment. For example, moving up along the labor- 
supply (or demand) curve involves higher money wages and higher prices. 
Thus through the price rise the income shift from rentiers to profits can 
diminish aggregate consumption; as I suggested in the earlier article (pp. 
844-45) this income shift was one of the factors tending to support the 
classical version of the labor-demand curve. In the present case, with higher 
investment demand shifting the full labor-demand curve the ensuing income 
distribution at the higher prices at each money wage is also adverse to the 
real rentier position and favorable to profits. The cut-back in rentier con- 
sumption through ‘‘forced-savings,”* together with the higher interest rate” 
and the inroads of the corporate and personal income tax structure which 
can block an offsetting rise in entrepreneurial consumption, will limit the 
size of the price rise on consumption goods at each money wage; this thereby 
provides a margin which helps maintain the real-wage position of labor at 

*I have made use of the concept of “forced-savings” in an article on “The Micro- 


Foundations of Aggregate Demand and Supply,” to appear in the Economic Journal. I 
think the concept has been unduly neglected in recent years. 

*Thus it may be unwise to exclude the effects “of possible changes in relative prices of 
wage goods and nonwage goods.” (Junk, footnote 8). If we argue that savings come 
largely from nonwage earners and that the savings are positively responsive to interest, 
then this would be another factor tending to cut nonwage consumption. 
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each money wage. Put in another way, as we move up from Junk’s Dy to D, 
at each employment volume the rentier consumption, and so aggregate con- 
sumption, is reduced without an offsetting entrepreneurial rise, so that Junk’s 
labor supply curve need not be pulled as far back as his S, but can lie closer 
to S,. In effect then, in equilibrium the reduced rentier consumption would 
make room for higher real wages for labor.* This would involve, as equilib- 
rium implications, reduced aggregate real consumption along with increased 
aggregate wage-earner consumption, higher real wages, and higher real 
investment, 
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I would agree that the decline in aggregate real consumption after a rise 
in the investment function is at odds with usual arguments and with real 
phenomena in unemployment situations.‘ It would be this strange concatena- 
tion that would invite a re-examination of the premises of the labor supply 
curve, rendering suspect one drawn throughout its length as positively re- 
sponsive to real wages. Let us now consider a likely amendment to incorpo- 
rate involuntary unemployment within the system. 

The simplest, and a reasonably realistic, procedure would be to draw the 
positive real-wage-responsive labor-supply curve as having a perfectly elastic 
“going-wage” bottom, as at w. for the supply curve S, in Figure 1. This 
might be regarded as given either by minimum wage laws, labor-union wage 
scales, or as a carry-over customary wage standard from the historic past: in 


*Cf. a similar remark by Joan Robinson, The Accumulation of Capital (Homewood, 
Ill., 1956), p. 271. Her Book V contains, I think, several illustrations of “forced-savings,” 
though she refrains from the use of this term. 

*It would be this case in which a small change in employment is capable of accom- 
panying a sharp change in the money-wage level. See “A Macroeconomic Approach ... ,” 
op. cit., p. 852. 
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a sense it would be legitimate to regard this wage level as an exogenous 
datum. In Figure 1 then, with labor demand D, (constructed as in my 
original article), the equilibrium employment would be ON, while the full 
labor offering at the going money and implicit real wage would be ON;, with 
the difference (ON, — ON,) constituting a measure of involuntary unemploy- 
ment. As drawn, and exaggerated purely for visual illustration, less than half 
of the labor force desiring jobs would secure employment. 

‘Suppose now that through a strengthening of the investment function the 
labor-demand curve is shifted to D,. In the absence of labor supply-and- 
demand interdependence the immediate effect is to erase some involuntary 
unemployment, in amount V,N,. However, with somewhat higher prices for 
consumer goods (when produced under conditions of diminishing returns) 
at the w») wage, there is now a leftward move in the positively responsive 
segment of S,, to S, say.* Thus from the supply side, too, some involuntary 
unemployment is eliminated, with the total unemployment magnitude amount- 
ing in the end to (ON, — ON;) compared to the original (ON, — ON,) 
amount: involuntary idleness will be lower in the new investment situation 
so long as the real wage is reduced. 

Considering the pressure on the labor market from both sides, from labor 

demand and supply, with the tightening of the market we can assume that 
events become propitious either for new wage demands by unions or higher 
wage offers by entrepreneurs faced individually by smaller pockets of unem- 
ployment; the latter sequence would be particularly relevant if we admitted 
more heterogeneity in the labor market. From either direction the sequel to 
the narrowed unemployment margin involves a raising of the wage floor, 
from w, to w,, with a consequent reduction in employment to ON, and an 
extension of involuntary unemployment to (ON, — ON,). 
Thus, on this interpretation it is the rise in labor demand and decrease in 
> labor offerings at the going wage level which absorbs some of the involuntary 
unemployed, tightens the labor market, and leads causally to higher money- 
wage levels. Of course, trade union ¢-mands for money-wage hikes may be 
quite independent of the size of the involuntary unemployment gap, but they 
are likely to be most successful and reflect market forces most closely when, 
through rising investment and the multiplier the labor market has first been 
tightened compared to an easier (past) situation. And the higher money 
wage, when won, has in part the effect of increasing involuntary unemploy- 
ment and easing the labor market--given the juxtaposition of the classical 
labor-demand curve and the flat-bottomed positively responsive labor supply 
curve. 

If anyone wishes to interpret the perfectly elastic bottom of the labor- 


*With some rectification for altered (=reduced, in this case) rentier consumption, 
building on Junk’s comment we can derive a precise method for locating Ss. For the 
case considered it would be necessary to complete the diagram by drawing in the implicit 
lower segment of S,, below the perfectly elastic floor at we. I do not think this extension 
necessary for the analysis here, and thus have not encumbered the diagram with it. 

It might be noted that with constant marginal products the labor supply curve would 
become a backward L, and unresponsive to shifts in labor demand. 
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supply curve of (my) Figure 1 as reflecting either a “money illusion” or a 
surreptitious introduction of an exogenous wage under the guise of market 
determination, he is at liberty to do so. However, I think that other interpre- 
tations are equally plausible. For example, workers may be entirely cognizant 
of real-wage phenomena and yet, if the law compels them to accept a nom- 
inal minimum wage or if union loyalty leads them to observe the announced 
money-wage standard, then there is no “money illusion” with which to 
charge them as individuals, though there is illusion in the “system.”’ Likewise, 
in the argument above it is the tightening of the labor market through 
demand and supply changes which is regarded as causal in lifting the money- 
wage floor, though the analysis is unable to account for the exact magnitude 
of the elevation. 

I have confined myself to the case isolated by Junk. However, as drawing 
the relevant figures would show, his results do not necessarily obtain if the 
labor supply curve is /-shaped; all would depend on the point of original 
intersection of labor demand and supply. Further, his argument only applies 
to the case of given equipment and productivity; while I agree that this is 
the basic original case that requires exploration, with rising investment and 
improved productivity, in company with constant labor-supply attitudes, 
the restrictive results pictured by him need not follow. 

SIDNEY WEINTRAUB* 


* The author is professor of economics at the University of Pennsylvania. 


Interest Rates and Fixed Investment: A Correction 


We are indebted to Arthur Goldberger of Stanford University for pointing 
out two errors in our paper “Interest Rates and Manufacturers’ Fixed In- 
vestment,” in the March 1957 issue of this Review. 

1. In equation (5), page 88, the price coefficient should have a positive 
sign. It is obtained from the ratio of the wage coefficients in (3) and (4), 
without change in sign. Correspondingly, the price elasticity of demand for 
investment goods comes out with a “wrong” positive sign. From the confi- 
dence intervals of the wage coefficients, one can infer that the price coefficient 
is not significantly different from zero at the 5 per cent level. 

2. On page 82, the last sentence of the first full paragraph should be 
corrected to state that the hypothesis of no serial correlation barely misse 
acceptance at the 5 per cent level. 

FRANZ GEHRELS 
SUZANNE WIGGINS 
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Economy and Society—A Study in the Integration of Economic and Social 
Theory. By Tatcott Parsons and Nett J. SMeEtseEr. (Glencoe, Illinois: 
Free Press. 1957. Pp. xxi, 322. $6.00.) 

As the authors state in their preface, the first three chapters of this book 
“ . . follow, in a broad way, the outline of the subject-matter of the three 
Marshall Lectures” which Professor Parsons delivered at Cambridge in the 
fall of 1953. At that time, so the story continues, 


. . . the junior author was in the last year of a Rhodes Scholarship in 
Philosophy, Politics, and Economics at Oxford, with emphasis on eco- 
nomics; he had previously been a student of sociology at Harvard. We 
established contact immediately and carried on a series of discussions 
in Europe during the academic year 1953-54. When both of us returned 
to Harvard for the year 1954-55, these discussions ripened into the 
collaboration of which this book is the product. 


The conclusions they reached, as summarized in a brief concluding chapter, 
are such as would be accepted as a matter of course by virtually all econo- 
mists: (1) that economic theory is a special case of social theory in general; 
(2) that the economy is a special type of social system; (3) that a two-way 
exchange goes on continuously between the economy and the rest of society; 
(4) that such interchange is not “randomly distributed,” but is “concen- 
trated vis-a-vis other specific cognate societal sub-systems”; (5) that con- 
crete economic processes are always conditioned by factors which are opera- 
tive in those other subsystems; (6) that the operation of such factors can be 
analyzed only by use of a theoretical scheme other than economic theory; 
(7) that “the problem of institutional change in an economy is a particularly 
striking special case of Proposition 6 because the primary factors involved 
cannot be economic”; and (8) that “economic theory need not remain an 
‘island’ of theoretical specificity totally alone in an uncharted ‘sea’ of theoreti- 
cal indeterminacy.” However, the procedure by which the authors arrive at 
these conclusions is likely to strike many economists as somewhat less intelli- 
gible than the conclusions reached. 

The principal analytical device is a “paradigm” that has been adapted 
from Working Papers in the Theory of Action, by Parsons, Bales, and Shils. 
In this paradigm “the functional imperatives of a system of action” are 
represented by a parallelogram that is subdivided into four parallelograms 
which contain the following notations: A: Adaptive Instrumental Object 
Manipulation; G: Instrumental-Expressive Consummatory Performance and 
Gratification; L: Latent-Receptive Meaning Integration and Energy Regula- 
tion Tension build-up and drain-off; and I: Integrative Expressive Sign 
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Manipulation. This paradigm is then adapted to the representation of the 
“Functional Differentiation of the Economy as a System,” with “Capitaliza- 
tion and Investment Sub-system” in the A compartment, “Production Sub- 
system—including Distribution and Sales” in the G compartment, “Economic 
Commitments: Physical, Cultural and Motivational Resources” in the L 
compartment, and “Organizational Sub-system: Entrepreneurial Function” 
in the I compartment. Various ‘“‘sub-systems,”’ and the relations among them, 
are then schematized in diagrams of increasing complexity, involving all sorts 
of combinations of code letters. 

This exercise occupies the three long chapters (184 pages) which follow 
the outline of the Marshall Lectures. Two more long chapters follow in which 
the authors show how the trade-cycle models of Samuelson, Kalecki, and 
Hicks (plus the consumption theories of Keynes and Duesenberry), and the 
Domar model of economic growth (plus the separation of ownership and 
control as treated by Berle and Means), can all be translated into the lan- 
guage of their paradigms, and that so translated it all leads inexorably to 
the conclusions of the final chapter. 

It would be regrettable if this were all a reviewer could report about 
Economy and Society. But it is decidedly not all. In the past half-century or 
so the other social sciences have learned a great deal about cultural processes 
and the “internalization” of those processes in the roles and personalities of 
individuals, and this knowledge renders invalid and obsolete “the psychologi- 
cal and sociological atomism .. . set forth perhaps most conspicuously by 
Robbins . . . but in more moderate form permeat{ing| the work of such 
authors as Pareto, Hicks, and certain welfare economists.” As the quotation 
marks should indicate, Parsons and Smelser are well aware of this, and hence 
their book is enriched on nearly every page by acute comments on the arbi- 
trariness and artificiality of much present-day economic analysis. Space per- 
mits the citation of only one example, but it is representative of many. 


To argue that the pressure to better satisfy wants is the prime mover 
of economic development is to argue in a circle, since wants themselves 
are a part of the changing entity in question. 


The short essay on the present posture of Western society, especially as re- 
gards the supposed antithesis of “capitalism” and “socialism,” with which 
(except for the short summary chapter) the book closes, is especially fine. 
For these reasons at least the book deserves to be read by every serious stu- 
dent. 

Nevertheless the schematization is regrettable, for two reasons. First, such 
paradigms, like mathematical models, inevitably strip down and stereotype 
social and economic reality; and then, having done so, they produce a spurious 
impression of intellectual rigor. Thus, for example, the reader who learns 
from the table of contents that a discussion of “The adaptive significance of 
the A4,—Aa, and A4,—Az, boundaries for the economy” begins on page 
213 will realize that considerable study will be required before he will be 
competent to run a drift fence along these boundaries. But the question stil! 
remains whether there are any such “boundaries,” and even whether the 
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word boundary is appropriate to a discussion of the relation of economic to 
otherwise designated activities. 
C. E. Ayres 


University of Texas 


Economic Policy: Principles and Design. By J. Tinpercen. (Amsterdam: 
North-Holland Publishing Co. 1956. Pp. xxviii, 276. $7.00.) 

Years before the operations researchers had gotten around to the applica- 
tion of mathematical models to military and business problems Professor 
Tinbergen was employing similar methods in the investigation of govern- 
mental economic policy. Now we have presented to us what is in effect the 
master’s manual on model-building for policy analysis. 

Tinbergen classifies the measures available to the policy maker into three 
categories: reform or changes in foundations, quantitative policy-measures 
involving changes in the numerical values of instrument variables like interest 
rates and taxes, and qualitative policy measures which consist in a change in 
the instruments employed. It is not surprising that the bulk of the book is 
devoted to the examination of quantitative policy problems both because 
of the greater amount of interest which has centered on these problems in 
western economics and because these problems are more amenable to analysis 
by the most commonly employed mathematical techniques. 

Tinbergen’s approach consists essentially in the listing of specific problems 
and the construction of appropriate mathematical models for each problem. In 
all, the author constructs 21 models, some containing as many as 20 equa- 
tions. (This should not frighten the nonmathematical reader—there is almost 
no mathematical manipulation, and what there is, is elementary.) Each 
problem is described by a listing of the policy maker’s targets and the 
instruments available to him. For example, in one problem the targets are 
listed as “ ‘full’ employment, balance of payments equilibrium and monetary 
equilibrium” and the instruments as “government expenditure, the wage 
rate, and the exchange rate.” This does not mean that Tinbergen believes 
these to be the only or even the most effective instruments for the attainment of 
the targets. In fact, a number of the problems discussed by Tinbergen differ 
primarily in the instruments considered as means for the achievement of a 
set of common goals. Sometimes the author evaluates these instruments with 
the aid of illustrative numerical parameters (which doubtless reflect Tin- 
bergen’s rich experience in empirical investigation) that are inserted in the 
equations. These are then used to calculate the values of the instrument varia- 
bles required to achieve the specified targets. 

Tinbergen treats a wide range of important problems. Wage policy, mone- 
tary policy, employment, monopoly, trade balances and even specific schemes 
like 100 per cent money and commodity reserve currency make their appear- 
ance. (Incidental quibble: Tinbergen misinterprets 100 per cent money as 
“a 100% gold cover” rather than hank reserves which constitute 100 per cent 
of deposits.) 

The mathematical models produce a number of familiar conclusions. Lower 
wages will often not add much to employment and can even sometimes reduce 
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it. The balanced budget multiplier may or may not be equal to unity. Mone- 
tary policy can sometimes be a weak policy instrument, etc. But closer 
examination suggests that some of these results are deduced in ways which 
are unfamiliar and somewhat surprising. For example, it is usually maintained 
that any depressing influence of a fall in wages is likely to arise through its 
effect on expectations. If a cut in wages leads to a disproportionately greater 
fall in anticipated future wages and prices (elastic expectations) it will induce 
sellers to try to hasten inventory depletion and buyers to postpone purchases, 
both effects serving to produce or aggravate a glut on the market. But in 
Tinbergen’s model there is nothing said about expectations. Instead he states 
that the possibility of a depressing effect of low wages arises in his model out 
of a difference between wage earners’ and nonwage earners’ propensity to 
consume—lower wages redistributing income to a nonwage earner whose pro- 
pensity to save is relatively high (p. 67). 

However, closer examination of the model suggests that the relation 
between the wage level and employment is derived in an even more unusual 
manner. For example, the depressing effect of high wages on employment is 
deduced from an equation | equation (3506), p. 65 or equation (3) p. 232], 
an oversimplified version of which is PY = CEW + K where P is the 
price level, Y is real national income, £ is employment, W the level of wages, 
and C and K are constants. This equation states essentially that the money 
value of national income is dependent linearly on the propensity to consume 
of wage earners (for simplicity I have dropped, or rather, hidden the term 
corresponding to nonwage-earners’ expenditure which appears in the original). 
Now its peculiar feature is the presence of the constant K, whose value is 
unaffected by wage and price changes. In an economic setup satisfying this 
relationship a wage-price spiral is likely to occur only at the expense of real 
income and employment because the equation says that the money value of 
income minus total labor earnings is a constant. If W and P rise proportion- 
ately during a period of full employment there must be an offsetting fall in Y 
(and hence presumably in £). I'find this quite difficult to visualize. Surely a 
more plausible relationship would result from substitution of PK for the 
constant term so that inflation at a high level of income and full employment 
becomes possible. 

I have gone over this at some length only to emphasize how tricky the 
construction of a mathematical model can be. The insertion of an apparently 
innocuous constant can turn out to be crucial. Even in the hands of so skill- 
ful a master as Tinbergen a model can sometimes lead to acceptable conclu- 
sions for what appear to be the wrong reasons. And that in turn affects the 
confidence which we should be prepared to display in other conclusions drawn 
from the same model. 

But this is meant as a note of caution not as a serious criticism of a very 
admirable volume which can be instructive alike to the theorist who hopes 
to contribute to policy making and to the policy maker who hopes to employ 
the theorist’s services. 

J. BauMoL 

Princeton University 
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International Economic Papers, No. 6. Edited by ALAN T. Peacock, RALPH 
Turvey, WoLFGANG SToLper and ELizasETH HENDERSON. (New York: 
Macmillan. 1956. Pp. 211. $3.50.) 

This series has made a valuable contribution to economics by calling to 
the attention of English-speaking economists the names and contributions of 
many of the best European writers. It also has served the purpose of suggest- 
ing through notes and other references the contributions of other important 
Europeans. 

This volume is of particular interest as it contains an outstanding con- 
tribution by the late Professor Schumpeter. A reading of this article, written 
in 1917 or before, leads one to think that a large part of the controversy over 
monetary policy should have been settled when this discussion of “Money 
and the Social Product” was published. This article, the longest and the most 
exciting of the collection, proves again that many of the controversies of 
economists are the result of either inadequate attention to the literature of 
the times or the result of a perverse, if not distorted, bias. The beauty with 
which Schumpeter disposes of most of the aberrations of the period and 
keeps focus on the basic question of the value of money commands great 
respect. His disposal of the commercial loan theory of credit extension is 
admirable in its clarity and forcefulness. One must conclude that even in 
the field of income analysis his insight was far advanced, and little has been 
added of a positive sort since this famous article was written. Indeed the 
retrogression of the late ’thirties and early ‘forties suggests that we have only 
just recovered from the weaknesses caused by an overemphasis upon income 
rather than monetary analysis. 

Other articles in this collection include an interesting essay by Paul Lam- 
bert on “The Law of Markets Prior to J.-B. Say and the Say-Malthus De- 
bate.” The author indicates that even some of the language used by Say can 
be found in the works of Le Trosne and an anonymous author of “Sketch 
of the Advance and Decline of Nations” published in 1795. He further indi- 
cates that in the Say-Malthus debate Malthus clearly won his battle but that 
the ideological overtones of the period prevented the public recognition he 
deserved. Guy Arvidsson’s article “On the Reasons for a Rate of Interest” 
focuses on BoOhm-Bawerk’s three main reasons for the existence of interest in 
a stationary society. Covering the debate between B6hm-Bawerk and writers 
such as Fisher, Wicksell, Lindahl and others, he proves that each of the three 
conditions of Béhm-Bawerk is sufficient to give rise to a positive rate of 
interest, contrary to the contention of many of these opponents. Mauro 
Fasiani’s article of 1930 “On a Particular Aspect of Consumption Taxes” 
anticipates the recent controversy in this country over the relative effects of 
consumption taxes and income taxes. Using indifference analysis he finds that 
consumption taxes generally impose a more severe burden than an equivalent 
income tax. “A New Theory of International Trade” by August Lésch is a 
sharp criticism of classical trade theory in terms of modern location theory. 
His stress on gradual adjustment and the similarity of international and 
domestic trade are a welcome corrective to some of the more traditional 
presentations of international trade theory. 
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Two articles on planning follow. One is by V. V. Novozhilov “On Choosing 
Between Investment Projects” in the planned economy of modern Russia. 
The other is a German contribution by Herbert Zassenhaus “On the Theory 
of Economic Planning.” Both are of considerable interest but the stress of 
the Russian author on scarce materials is indicative of the efforts which they 
are making to achieve the best utilization of limited plant, materials and 
other skills. Zassenhaus’ stress on the political factor is welcome but the 
possibility of finding adequate means of measurement of this influence, even 
in a static economy, seems to defy rational calculation. 

“Developments in the Danish Money and Capital Markets 1948-1953,” 
by Heinrich Schlebaum Larsen, is an attempt to verify Keynesian interest 
theory by reference to the percentage distribution of assets rather than the 
total supply of money and credit. He finds that the data suggest a compar- 
able curve to that of liquidity preference. 

He concludes that if it is true “that the public invests its assets in approxi- 
mately fixed proportions, but varying with the level of the rate of interest, 
then it must also be true that developments in the public’s time deposits and 
purchase of bonds are primarily determined by developments in the quantity 
of money and cannot be taken as an expression of changes in the magnitude 
of savings.” The article by Gustav Cassel on “The Principles of Railway Rates 
for Passengers” is a thorough exposition of the problem of differential rate- 
making and a sharp criticism of full-cost pricing. His advice is made pertinent 
for the guidance of rate-making officials but is abstracted from the political 
forces that are so often the cause of the most violent departures from economic 
principles. 

PAUL J. STRAYER 

Princeton University 


Principles and Problems of Modern Economics. By WiLuiam A. Koivisto, 
(New York: John Wiley. 1957. Pp. xxi, 834. $6.00.) 

In his introduction the author says that he wants to train students “to 
think in a systematic fashion about economic problems and that the problems 
fall under . . . three major headings . . . economic instability, economic 
efficiency, and economic inequality.” . . . “Theory is developed in terms of 
and illustrated by means of | these} three problems.” 

This approach leads him to divide his book into four major parts of about 
equal length and a concluding chapter. The “background and orientation” 
section has useful chapters on the history of economic thought (focused on 
the three problems) and on simple models of the market process, the price 
system, and the circular flow of national income. The author also makes the 
usual vain attempt to justify theories and theorizing before the student 
knows, or cares, what it is all about. 

In line with the prevailing mode of economic thought, the problem treated 
first and longest is that of economic instability. After a historical review of 
business fluctuations, there is a Keynesian analysis of fluctuations in national 
income with a good set of diagrams. Implications for fiscal policy are explored, 
perhaps too briefly, before turning to a more extended discussion of the 


i j * 


692 THE AMERICAN ECONOMIC REVIEW 


banking system and monetary policy. Here the author’s Chicago background 
reveals itself in the first of several major references to the ideas of Henry 
Simons, this time to the 100 per cent reserves approach to greater stability. 
Changes in liquidity preference are given a key role, though interest rates 
are also shown to be influenced by the open market activities of central 
banks. Koivisto gives less weight to rediscount rate changes which seem to 
have been the major method of credit control in 1955-56. The concluding 
chapters of Part II deal first with the instability problems of foreign trade 
and capital movements and then with the long-run problems of stagnation 
and progress. 

The economic efficiency section of the book does not have as good an 
introduction as that on instability. It starts right off with models of the 
rational consumer deciding which good and how much to buy. There are 
indifference curves, price-offer curves, contract curves, and similar analytical 
tools in profusion. Next follow the usual models of the firm under pure com- 
petition and several variants of the monopoly theme. To point up the prob- 
lems of “wasteful” monopolistic pricing and output practices, a brief history 
of antitrust action is given together with some recent court decisions. Simons’ 
antimonopoly credo and program are given two pages, with further reference 
later to his somewhat paradoxical preference for government ownership 
rather than public regulation. However, the author does not urge any particu- 
lar solution as following logically from the application of the economic prin- 
ciples he expounds. He summarizes his optimal efficiency analysis in a final 
chapter after an institutional appraisal of consumer buying inefficiencies and 
another look at foreign trade. Reading between the lines some may get the 
idea that economic efficiency in a democracy is too complex a problem for 
his models to handle with their preferred MC = AR solutions. 

Part 1V on inequality begins abruptly with a chapter on the internal 
equilibrium of the firm followed by others on wages, interest, and profits 
with frequent use of 3-dimensional models. Rent is not given separate con- 
sideration, but is treated as a loosely defined “surplus” element in all factor 
incomes. Partial ambiguity here stems from the common failure to distinguish 
clearly between four different kinds of surpluses: those obtained by subtract- 
ing from the realized factor price (1) the factor owner’s reservation price, (2) 
the factor’s opportunity cost, however figured, (3) its past cost of production, 
or (4) its reproduction cost. The final chapter of Part 1V on the personal 
distribution of income is very good. Some will prefer to use it as an intro- 
duction to inequality problems, rather than as a conclusion. 

Part V contains a brief summary and review using the inconsistencies of 
our various agricultural policies to illustrate forcefully the unavoidable con- 
flicts among economic objectives. 

Although the pattern of the book is very clear, sometimes its terms are not. 
“Inflation,” for instance, is used in many different ways: usually as a vague 
opposite of “depression,” but also as the opposite of deflation, as rising out- 
put, as the state of business when above the GNP trend-line, as rising prices, 
as rapidly rising prices, etc. The author’s failure to distinguish between dif- 
ferent kinds of competition leads to the absurdity: “Advertising, often taken 
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by the uninitiated as a sign of competition is the reverse. Its appearance is 
always a sign of the disappearance of competition” (p. 474). For want of 
appropriate adjectives “profits” also becomes a term with several conflicting 
definitions. We are told (pp. 477-79) that “profits are zero” under the full- 
equilibrium conditions of both pure competition and monopolistic competi- 
tion, but the reviewer could find no suggestion that normal profits might be 
included as a cost in the AC curve at the preferred tangency point with AR. 

Semantic shortcomings, however, are not enough to condemn a text, as the 
wide sale of Samuelson indicates. Koivisto may not have quite the same light 
touch, but he presents many interesting and relevant stories. His text goes 
further than most in its analysis of price and firm equilibrium models and 
has more clearly defined central themes. Instructors fresh from graduate 
school and others wanting something more thorough than their present texts 
should take a good look at this one. 

Rosert B, PETTENGILL 
Rollins College 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


The Accumulation of Capital. By JoaN Ropinson. (Homewood, Ill.: Richard 
D. Irwin. 1956, Pp. xvi, 440. $6.00.) 

“She seems to have written her article the way an oyster makes pearls— 
out of sheer irritation,” was a comment’ elicited by a recent article of Mrs. 
Robinson’s* on the same subject as the book. To this reviewer the book seems 
to reverse the process and to constitute a pearl whose most conspicuous product 
is irritation. Of the two main sources of the irritation, the most prolific, though 
the less important, is the proclivity to produce aphorisms, wisecracks, “con- 
tradictions,” “paradoxes” and “anomalies” which look rather Marxist, and 
whose power to irritate is only magnified by adjacent indications that Mrs. 
Robinson really knows better. The more important source of irritation is the 
method employed of using abstractions which seem so far beyond the call 
of necessity and performing on these models with such virtuosity that the 
attention not only of the reader, but of the author too, is frequently shifted 
from the original economic issues to the immediate exercises, so that peculari- 
ties that arise only from the kind of model used come to be considered as 
practical problems in economics. 

In spite of these faults, or perhaps in part just because of them, the volume 
is not only a work by a distinguished economist on a most important subject, 
but it is an important book. It brings into focus and develops the kind of 
thinking on the subject of economic development that is going on in Oxford 
and Cambridge, and though this line of thought does not seem to the present 
reviewer to be too helpful, working through the book would be excellent 


*R. M. Solow, “The Production Function and the Theory of Capital,” Rev. Econ. 
Stud., 1955-56, XXIII (2), 101. 


* Same title and same journal, 1953-54, XXTI (2), 81. 
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experience for such graduate students as are not terrified by the extreme 
abstractions of the models and are not too intimidated by the intricacy of 
the arguments. The book is full, too, of intriguing and stimulating comments 
on all sorts of subjects peripherally related to the problems of the accumula- 
tion of capital. And behind my strictures on the method harps the disturbing 
memory of my feeling somewhat similarly supercilious about queer things 
going on in Cambridge some twenty-two years ago before Mrs. Robinson and 
her friends so patiently educated me on the incipient Keynesian revolution. 

The book is in the first place an attempt to direct the attention of the 
economist from the theory of value (which she satirizes elsewhere as being 
concerned with “Why does an egg cost more than a cup of tea?’’*) to the 
causes of the wealth of nations. These causes are limited to the accumulation 
of capital and the growth of technical knowledge and of population. The 
contribution of the market mechanism in enabling the economy to produce 
efficiently the things that buyers prefer (the understanding of which would 
seem to be a more appropriate account of the function of the theory of 
value) is either taken for granted or shrugged off as negated by the power 
of advertising to influence preferences. Growth of population having escaped 
from the economic discipline and growth of technical knowledge never having 
been captured, the concentration is naturally on the accumulation of capital. 
Accumulation is, moreover, considered as it would develop in a society which 
was purely capitalist, by which is meant that there is no responsibility by the 
government for maintaining a satisfactory level of employment (although 
there are occasional lapses when it is recognized that modern capitalist 
societies do recognize this responsibility and can carry it out with some 
success). We thus get the combination of a keen recognition of the Keynesian 
flaws of a market economy and an outlawing of the remedies, a convenient 
stage for disobliging remarks about capitalism. 

Reading this book does not alter one’s previous feeling that there is not 
really very much that economics can tell us about the accumulation of capi- 
tal. Accumulation, which is equal to (a) saving as well as to (b) investment, 
can take place only to the degree that (a) consumption leaves resources to be 
available for accumulation and (b) entrepreneurs undertake investment 
activity. The former by itself would lead only to stagnation, while the latter 
by itself would lead only to inflation. Stagnation may therefore be due either 
to lack of saving (because of poverty or because of profligacy) or to lack of 
investment (because of lack of enterprise or because of lack of opportunity 
for worth-while investment). 

Where population is increasing, the level of income (per capita) can be 
maintained only if there is a rate of accumulation sufficient not only to pro- 
vide the increasing number of workers with the prevailing level of productive 
equipment per head, but with some more on top of that to make up for the 
declining availability of natural resources per head. Only if the rate of accumu- 
lation is greater than that needed for these two purposes can there be any in- 
crease in income per head, and the greater the rate of growth of population 
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the greater is the rate of accumulation needed to maintain any given increase 
in income per head. 

With a given state of technical knowledge one would expect to find di- 
minishing returns to accumulation in the sense that given increments in the 
rate at which current consumption is sacrificed to the accumulation of produc- 
tive equipment (including skills) would yield diminishing increments in 
future output. This would, however, probably be overlaid by the continu- 
ing improvement of technical knowledge and possibly important econo- 
mies of scale from the fuller utilization of indivisibilities as the size of 
the market is increased. Furthermore, every one of the factors is liable 
to have significant reactions on each of the others. Technical progress is 
liable to change the relative productivities and the rewards of the different 
factors of production and the rents of all the different kinds of natural and 
not so natural resources, including the rate of return on accumulation. It will 
also change the relative prices of different products and thereby the alloca- 
tion of expenditure between them. Accumulation will affect the costs of 
different products differently. Increases in the level of consumption will affect 
the relative demand for different products, with repercussions on the rewards 
to different factors including the return on accumulation. Similar effects would 
follow from population changes, from changes in the degree of monopoly and 
from changes in tastes, in preferences about efforts or saving or in enterprise. 
On top of all this there are the possible effects of all these items on the nature 
of the technical progress when it is directed to finding ways of economizing 
in factors (or products) that become expensive. The prospects of figuring 
out the ultimate results of all these intricate interreactions between the 
thousands, or rather millions, of different elements are extremely dim, and 
the theory of value is not likely even to be able to tell whether a cup of tea 
will continue to cost less than an egg. Its function, however, is to indicate 
the manner of these interreactions with possible morals for policy rather 
than for prophecy. 

Economic policy, since it is directed at achieving more efficient use of 
resources, does not make much sense if the economized resources are not 
really scarce and would only be lost in the larger hole of severe depression.* 
The first condition of any economic study that would hope to arrive at useful 
results would be to suppose that the government is carrying out a policy of 
maintaining a reasonable degree of employment. One could then examine the 
ways in which investment is adjusted to thrift, or saving adjusted to enter- 
prise, and the effects of the resulting accumulation, not indeed on the degree 
of inflation or stagnation that might come about, for these would be pre- 
vented by the more general rules of policy, but on the degree of economic 
progress. One could then go on perhaps to consider the methods of discourag- 
ing consumption so as to increase accumulation or vice versa. The existing 
corpus of economic understanding, or at least that of a few years ago, would 
seem to indicate that there is sufficient adaptability in the system, by the use 


*Lerner, Economics of Employment (New York, 1951), Ch. 9, “The Upside-Down 
Economy or Topsy-Turvy Economics,” pp. 141-50 
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of the price mechanism, and in particular the rate of interest, as well as by 
the use of fiscal policy, to maintain full employment (or at least reasonable 
employment) over a large range of division of the product between consump- 
tion and accumulation. The one outstanding question, which is touched on 
only incidentally in the book, is whether a full-employment policy, when 
it is accompanied by strong pressure for increased money wages, may not 
necessitate a “Wage Authority” to come to the rescue of monetary and fiscal 
policy much as fiscal policy has to come to the rescue of monetary policy in 
certain situations (or vice versa). But this is another story. 

Mrs. Robinson’s strategy in the book is quite different. She bypasses mar- 
ginal analysis altogether, beginning with the assumption that there is only 
one technique available with fixed coefficients between labor and equipment. 
There is then no marginal productivity in the picture and the division of the 
product is open to determination by other forces. As the book is developed 
this abstraction is relieved. Technical progress is brought in, neutral and 
biased as between labor and capital, then a “spectrum of techniques” with 
different levels of mechanization, with these neutral and biased between the 
use of labor and of land as well as a host of other complications. But the ad- 
justments to reality are incomplete and irregular so that the unusual results 
that follow from the initial simplification are not completely removed. It is 
true that at the end of the book the reader is invited (p. 386) to draw his 
conclusions for himself, and that at the end of Book IV which brings in 
“finance” he is warned that “We must be content with the conclusion that, 
over the long run, the rate of accumulation is likely to be whatever it is 
likely to be’’ (p. 244), but at the end of the section that deals with “Ac- 
cumulation with a Constant Technique” he is told that “many of our con- 
clusions will have to be modified as the assumptions of one technique and 
no rentier consumption are relaxed, but we shall find that the argument holds 
good in all essential respects, and provides a picture of the basic characteristics 
of accumulation under the capitalist rules of the game.” This prophesy is 
indeed fulfilled, but the reason for this, apart from the exclusion of employ- 
ment policy from the definition of the capitalist rules of the game, lies in the 
incomplete emancipation of the models from the initia} assumption of fixed 
coefficients. 

The essential argument is that with fixed coefficients any additional workers 
require the same tools per head as the others. They can therefore be absorbed 
only if accumulation is just sufficient to provide these tools. If this comes 
about we can have a smooth continuing development which Mrs. Robinson 
mischievously calls a “Golden Age.” (There is another kind of Golden Age 
if neutral progress in technique plays the part of increased population. There 
is then also an increase in the level of consumption per head.) A slightly 
greater rate of accumulation would make tools a free good, the worker would 
get the whole product, and the capitalist would get euthanasia. Conversely a 
rate of accumulation slightly less than that required for a Golden Age would 
reduce the real wage to zero (or to subsistence level when the redundant 
labor had disappeared). These extreme corollaries are not drawn by Mrs. 
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Robinson—perhaps because of the inability of workers to negotiate real wages. 
And a way out is found in a gradual fall in the real wage (when labor is the 
redundant factor) which increases profits, and thus saving out of profits, so 
as to permit the additional accumulation to provide the needed tools. Un- 
easiness at the arbitrariness with which the real wage is reduced (for there is 
no good reason why prices should fall less than wages) is relieved in true 
Marxian fashion by pointing out that this only goes to show how silly a 
system the capitalist system is to have to depend on Golden Ages, while 
implying that the historical viability of capitalism must nevertheless indicate 
that this reaction (and the reverse when equipment is the redundant factor) 
is in fact operative. Nor does it turn out to be difficult to find a rationaliza- 
tion: The investor seeks to maintain the money volume of investment, so 
that real investment increases when money wages and prices fall and thus 
real wages—the residual——must fall. (This does not prevent the opposite 
deus ex machina from being invoked later in the book when a fall in money 
wages leads to the rise in real wages which turns up the bottoms of trade 
cycles; but in that area such license is traditional.) It is the changing distribu- 
tion of income between workers and capitalists that adjusts the saving to the 
investment needed for a Golden Age and completely takes the place of the 
traditional adjustment of capital intensity to the rate of interest that is pooh- 
poohed, but not entirely thrown out, by other performers on the capital-output 
ratio like Kaldor and Harrod. 

This argument survives the relaxation of the assumption of constant 
technique because the relaxation is only partial. It takes the form of a series 
of discrete techniques on a spectrum or scale of increasing mechanization on 
the lines made familiar by the substitution of discrete processes and linear 
combinations of these for production functions in “linear programming.” This 
device permits one to imagine a movement along the straight line joining two 
points representing two “processes” (here techniques), the line representing 
combinations of the two processes in different proportions. A movement along 
such a line would represent the continual displacement of one of the tech- 
niques by the other, namely by the technique represented by the point toward 
which the movement is imagined, reaching this point when the displacement 
is completed. While the displacement is going on both techniques are (almost 
exactly) equally profitable, the displacement keeping constant the relative 
prices of the factors (here the wage rate and the profit rate). When the dis- 
placement is completed we are back with only one technique in operation and 
accumulation bids wages up and profits down until a still more mechanized tech- 
nique becomes worth while and we go off along another connecting line. 

Mrs. Robinson makes use of this device to stress the difference between 
accumulation and mechanization—between the supply of equipment by saving 
(and investing), which has the effect of bidding up wages and bidding down 
profits, and the demand for more equipment for more mechanized techniques, 
which moderates the effects of accumulation (the supply of equipment) on 
wage and profit rates (p. 151). 

The usual way of expressing this is to say that any given amount of ac- 
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cumulation will have a smaller effect in raising the marginal product of labor 
(and the wage rate) and in lowering the profit rate, the greater are the 
opportunities for mechanization—or in other words the greater is the 
elasticity of substitution of equipment for labor. But Mrs. Robinson will 
have nothing of marginal productivities and goes on to some true hair- 
splitting in denying (though not too consistently) that the accumulation of 
capital increases the real wage by increasing the marginal product of labor, 
and she insists that the increase in the real wage (which is brought about 
by the increase in accumulation) is the cause and not the effect of the increase 
in mechanization. This is hairsplitting because with a given population there 
can be no mechanization without accumulation, and vice versa, and it leads to 
error because Mrs. Robinson seems to suppose that at the critical points, 
where the process by which one technique displaces another has been com- 
pleted and the process of its displacement by a third is about to begin, accumu- 
lation is going on without mechanization. But no accumulation can take place 
at such points. All that can happen at such points is the increase in the 
valuation of the existing equipment (and other stocks) as wages (and costs) 
are bid up and the rate of profit (and the rate of discount) is bid down. Mrs. 
Robinson’s device is an excellent way of illustrating the difference between 
genuine accumulation of capital which takes place as more mechanized tech- 
niques replace less mechanized techniques at the margin of equal profitability, 
and mere revaluations which are restricted to the critical points. This gets 
her involved in a host of mare’s-nests about the difficulties and impossibilities 
of measuring capital instead of concentrating on investment or accumulation 
as the only way in which so-called capital problems come in contact with 
genuine economic decisions. In throwing out the marginal productivity 
mechanism she is forced (if that is the right word) to a kind of residual 
theory which says that the real wage is determined by how much is left over 
to be divided among the workers as they take their turn in the queue after 
the requirements for accumulation and any consumption by capitalists, and 
we are back at a strict wage fund which comes back to life in several different 
contexts but always in response to minor variations of the same spell. 

I have considered only one, though perhaps the most important, of a series 
of questionable procedures, and perhaps I should have said more about some 
of the more positive elements which are many and important. Among these 
are her development of the inflation barrier concept that is of great help in 
understanding various kinds of inflations (and to which could profitably be 
added a more thorough examination of cost inflation), an illuminating account 
of the operation of buyers and sellers markets (that could be put to better 
use than to add yet another, if more than usually skilful, business-cycle de- 
scription masquerading as analysis with its excess degrees of freedom show- 
ing) and the clarification of the concept of “finance” as the ability of 
entrepreneurs to pursuade the controllers of funds that they are worthy of 
credit (though this is in several places confused with the supply of liquidity 
to the economy as a whole). It seems to me, however, that the most useful 
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parts of the book are the errors and the ingenious confusions the search for 
which can give such first-class exercise in economics to graduate students (and 
to professors) who could do with a tough workout and who can stand the 
tough cuteness of Mrs. Robinson’s style. 
P, LERNER 
Roosevelt University 


Location and Space-Economy. By Water Isarv. (Cambridge: Technology 
Press. New York: John Wiley. London: Chapman and Hall. 1956. Pp. 
xix, 350. $8.75.) 

In recent years the literature of location theory and spatial economics has 
benefited from a number of significant contributions; Professor Isard’s book 
must certainly be counted as outstanding among these. The book couples a 
rich scholarship with originality of thought and recognition of unsolved prob- 
lems. Surely one can ask little more of an author. 

An index of the scholarship of the book may be gained from considering 
either the book’s review of existing literature or the thoroughness of the 
coverage of the field of spatial economics that the book exhibits. Under the 
former category notice is taken of the pioneering work of Thiinen and Luan- 
hardt, and considerable attention is given to the work of Weber. Probably 
less known to American readers are the attempts of Predohl to integrate 
spatial economics and general equilibrium theory and Weigmann’s applica- 
tion of Gestalt analysis to location and spatial problems. The writing of 
Lésch on market areas receives an extensive evaluation. In addition to a 
review of the important German literature, the volume includes discussion 
of the writings of Ohlin, Palander, Hoover and other writers more familar 
to American readers. 

Viewing the book from the standpoint of coverage of the field of spatial 
economics, one is also brought to a recognition of the completeness and sound- 
ness of the author’s work. The volume begins with a statement of regional 
and locational problems in nontechnical language. The author then moves 
to a consideration of some general theories of location. In this section he 
brings out with clarity the point that spatial considerations alter existing 
economic theory; that, for example, dollars spent for transportation assume 
a special importance in consumer and entrepreneurial decisions in a manner 
not contemplated in dimensionless value theory. Or, relying on a loose anal- 
ogy, transportation expenditures deserve special emphasis in value theory 
just as investment expenditures deserve special consideration in the study 
of economic fluctuations. 

Perhaps the most striking segment of the book is the chapter on empirical 
regularities of space-economy. The work of Zipf with the rank-size rule, and 
the work of Steward with social physics and population distributions receive 
special attention. While Isard is skeptical of the validity of the various em- 
pirical studies, he does not totally reject them. In a more traditional manner 
the author continues with chapters on the locational equilibrium of the firm 
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in the case of transport orientation and the case of labor orientation. A 
chapter on market and supply areas rounds out this more orthodox theoretical 
section of the book. 

Throughout the book, the author contends that many of the seemingly 
diverse topics in location economics can be related to each other in a logical 
fashion, and that there is an underlying unity in spatial economics not 
sufficiently stressed by previous writers. He makes this point clearly in his 
discussion of the relation between industrial location and agricultural location. 
In this discussion he shows that basically the same theory, appropriately 
modified, handles both cases. The parallel between the development of dis- 
tribution theory and of spatial economics may be observed by recalling that 
at one time the compensation of different factors of production had to be 
explained by elaborately and fundamentally different theories. The develop- 
ment of generalized marginal productivity theory showed the underlying unity 
in distribution theory. Similarly the work of Isard, Greenhut and other 
modern writers appears to be performing a comparable service for spatial 
economics. 

Another thread of underlying unity in economic theory is developed by 
the author in his chapter on the relations of location theory and international 
trade theory. He shows that the transport-orientation theory from location 
economics and the opportunity cost theory of international trade can be 
united. The demonstration is carried through by means of an example. One 
might wish for a more general and more comprehensive demonstration. 
Several interesting implications of the fusion of location and trade theory 
are mentioned or hinted at but not developed fully. 

The most significant and original contribution that the book makes is the 
mathematical formulation of location theory. Again the underlying unity 
appears as similarities between different aspects of location theory and 
similarities between location theory and other branches of economic theory 
are developed. The author shows that Weber’s problem of transport-orienta- 
tion, problems of market and supply areas, and the problem of agricultural 
location all depend essentially on a condition of equality between ratios of 
transportation rates and marginal rates of substitution of transportation 
inputs. In other words, the locational equilibria depend on a condition 
analogous to the equilibrium condition of a consumer’s indifference map. 
Since all of the problems involved are maximization problems, the similarity 
of the results can hardly be regarded as surprising. Nevertheless they are 
instructive in pointing out the precise nature of conditions that one vaguely 
knows to be true. 

The book contains little that the reviewer would wish to criticize. The 
level of exposition is uneven; at points the obvious is elaborated and at other 
points difficult arguments are insufficiently explained. Judgments are some- 
times passed on writers that would not be accepted by all persons familiar 
with the literature. Probably a more economical organization could have 
been obtained by developing the general location theory early in the book 
and showing briefly that previous theories are special cases. 

Isard has produced a distinguished book in spatial economics. He has 
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promised a second book dealing with the larger, regional aspects of spatial 
economics. After reading the present book, economists will hold great ex- 
pectations for the promised book. 
RaLpu W. Prouts 
University of Norih Carolina 


Studies in the Labour Theory of Value. By Ronatp L. Meek. (New York: 
International Publishers, 1956. Pp. 310. $5.00.) 

Most western: economists today would share the observation once made by 
Schumpeter to the effect that the labor theory of value had its burial a long 
time ago. It is all the more ambitious, therefore, for anyone to try to re- 
suscitate it in language comprehensible to contemporary students of eco- 
nomics. Mr. Meek sets out to do this, and, in the opinion of this reviewer, 
manages to reach but the half-way mark. That he did not succeed in making 
a dent on Joan Robinson, likely a most sympathetic listener, is apparent from 
perusal of her booklet On Re-reading Marx (1953) which bears evidence 
of having grown out of her discussions on the subject with Meek. 

The book is divided into four parts: (a) the doctrinal development of 
the labor theory of value before Marx, in particular in the hands of Adam 
Smith and Ricardo; (b) Marx’s treatment of the subject; followed by (c) 
one chapter taking up, and attempting to answer, the arguments by Marx’s 
critics such as Pareto, Bernstein, Croce, Joan Robinson, etc.; and (d) the 
last chapter on “the reapplication of the Marxian labour theory.” The basic 
theme which runs throughout the book and illumines different phases of argu- 
ments appears to be, in Meek’s own words, the following: 


What Marx was above all concerned to show’ in his discussion of the 
value problem was that relations of exchange were ultimately determined 
by relations of production—using the latter expression here to include 
not only the basic relation between men as producers of commodities 
which persists throughout the whole period of commodity production, 
but also the specific set of relations of subordination or co-operation 
within ‘ch commodity production is carried on at each particular stage 
of its development. . . . In this context, . . . it was quite sufficient for 
Marx to show (a) that under ‘simple’ commodity production ratios of 
supply prices were directly determined by embodied labour ratios, and 
(b) that under capitalist commodity production ratios of supply prices 
were indirectly determined by embodied labour ratios, (Pp. 287-88. 
Italics in the original.) 


Meek’s presentation of the doctrinal evolution of classical economics, 
which prepared the ground for Marx, is excellent and recommends itself as 
independent text-book material in its own right. But I am less certain as to 
how far Meek has succeeded in maintaining the same degree of persuasiveness 
in the subsequent chapters. A lapse occurs right at the stage where he makes 
the transition from the classical economists to Marx. In the transition, I feel, 
it is essential to highlight the remarks made by Marx to the effect that Smith 
and Ricardo did quite well in analyzing the problem of the magnitude of 
value but failed completely in drawing out the implications of the form of 
value; in other words, failed even to ask the question of why “labor is 
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represented by the value of its product and labor-time by the magnitude of 
that value.” (Mr. Meek actually quotes a part of these remarks, but in a 
somewhat different connection, besides giving the wrong impression to 
readers by using the term “bourgeois political economy’ whereas Marx was 
referring to the “classical political economy.”’) I have long since felt that the 
major contribution by Marx in the field of value theory was in pursuing the 
implications of the specific form of value which labor takes under the system 
of commodity production and I still feel, as I suggested two decades ago, that 
it would be better to call Marx’s theory “ the value theory of labor” rather 
than “the labor theory of value.” 

Meek’s final chapter, where he takes up the operation of the “law of 
value” under socialism and monopoly capitalism, is naturally the most appetiz- 
ing. But in the end, it is rather disappointing. I should like to have seen him 
devote more attention to how the wage rate as the price of labor power can 
be explained by the labor theory of value, and also how relative prices in 
international transactions could be explained by the same theory in the 
present-day world. But more basically, a question arises in my mind as to 
how he relates his understanding of Marx’s theory of value with the oft- 
repeated dictum by Marxists that the contradiction of the social character 
of production and the private character of property ownership is basic to 
capitalism. This latter proposition seems to imply that where the private 
character of property ownership is abolished as under socialism the produc- 
tive powers of a society will show themselves in their “true” light, namely 
as social productivity, thus changing the social form which concrete human 
labor takes while permitting pragmatic flexibility in the method of recouping 
the surplus for investment purposes. Such a train of thought leads us to a 
number of extremely interesting questions as regards the application of the 
labor theory of value to socialism. The book under review does not, and 
probably is not intended to, enlighten us on this type of problem. 

In the case of a book of this kind, criticism is easy. Therefore, on balance, 
I must say that Meek has done a great service to the profession by making a 
serious attempt at least to make the labor theory of value a subject debatable 
in terms of the contemporary scene. In particular the conceptual framework 
which he, admittedly in a somewhat schematic form, proposes towards the 
end of his book, as a guide to the concrete investigation of exchange relations 
in the different stages of commodity production, is quite original and should 
be challenging to economists, Marxists and non-Marxists alike. 

SHIGETO TsuURU 

Hitotsubashi University, Tokyo 


Zinstheorie. By Frrepricn A. (Ziirich: Polygraphischer Verlag. Tiibin- 
gen: J.C. B. Mohr (Paul Siebeck). 1956. Pp. 195.) 

This is not so much a Zinstheorie, a theory of interest, as it is a Zins- 
theoriegeschichte, a concise history of thought on interest. Lutz makes a dis- 
tinction between theories of interest for a stationary economy, those for a 
progressive economy, and so-called monetary theories of interest. He groups 
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his material accordingly. Finally, and in rather sketchy form, he attempts a 
synthesis and builds toward a positive theory of his own. 

There is a painstakingly detailed exposition of the interest theories of 
Eugen von Béhm-Bawerk, Knut Wicksell, Gustav Akerman, Friedrich A. 
Hayek, Léon Walras, Irving Fisher, Frank H. Knight, some forerunners of 
monetary theories of interest (among whom Lutz counts notably Joseph A. 
Schumpeter), and Lord Keynes. This is complemented by a less ambitious 
survey of the post-Keynesian discussion of interest problems, where John R. 
Hicks and Abba P. Lerner are given particular attention. In his expository 
technique Lutz apparently emulates Gottfried Haberler’s Prosperity and 
Depression. There is the same scholastic patience in describing arid details of 
theories that the author deems demonstrably false and convincingly de- 
molishes in critical summaries at the end of each chapter. He is both out- 
spoken and fair. 

Naturally, the treatment cannot be equally penetrating and felicitous in 
all cases. While Béhm-Bawerk, Wicksell, and Walras are expounded with 
lucidity and Lutz will have ingratiated himself to all students for the plausi- 
ble explanation of Akerman’s hardly accessible theories, the treatment of 
Hayek appears somewhat perfunctory and strangely aloof. This is the more 
remarkable since the author’s (and Vera Lutz’) Theory of Investment of the 
Firm professed heavy indebtedness to Hayek’s Pure Theory of Capital. Also, 
the discussion of the admittedly difficult Knight occasionally makes one still 
wonder what it is all about. The part concerning monetary theories of inter- 
est is probably not less well done than the preceding chapters, but here 
Lutz competes with an industry of skilful expositors. The topic is still too 
live, it seems, to be treated as history, and too abundant and kaleidoscopic 
to be dealt with in some forty pages. 

In the final part, Lutz moves toward a positive theory of interest “that 
does everything a theory can possibly do” (p. 158). I would submit that such 
a general goal is a will-o’-the-wisp or methodologically self-defeating. Nor 
does Lutz adhere to the program. Indeed, it is the structure of interest rates, 
their spectrum, so to speak, that he is mostly concerned with. He does not 
begin to pierce beyond his previous contributions to this field. A brief ap- 
praisal of the empirical evidence on entrepreneurial behavior vis-a-vis interest 
rates is unsatisfactory in that not even the better-known results of recent 
years are cited or evaluated. 

There can be no doubt, however, that Lutz has written a welcome addition 
to the expository literature. Translated into English, the first three parts 
of the book should get on the reading lists of graduate theory courses as they 
are usually taught in this country. While later parts could be shortened, 
earlier parts might well be amplified by a similar treatment of economists 
like, e.g., William Stanley Jevons, Rudolf Auspitz, and Richard Lieben, who, 
invariably eulogized in the better books on doctrine, are certainly not too 
well known for precisely what their specific contributions really were. 

Epernarp M. Fers 

University of California, Berkeley 
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Hobson and Underconsumption. By Erwin Esser NeMMERs. (Amsterdam: 
North-Holland Publishing Co. New York: Kelley & Millman. 1956. 
Pp. ix, 152. $4.00.) 

To the casual student the underconsumption doctrine of John A. Hobson 
is a simple one. As Professor Nemmers points out, this attitude toward the 
work of Hobson is attributable to the fact that Hobson wrote many books 
in no one of which is to be found his whole system of thought. Since the 
most widely read books are those in which he expounded his underconsump- 
tion doctrine proper, the relation of this doctrine to the remainder of his 
system is easily missed. 

The author views Hobson’s systerr 1s a whole and makes clear the connec- 
tion between Hobson’s theories of underconsumption, economic surplus, and 
imperialism. But Nemmer’s book is what might be called a micro-examination 
of Hobson’s essentially macroeconomics. After a very brief review of the 
earlier underconsumption theories of Sismondi, Lauderdale, Malthus, Rod- 
bertus, and Marx and a short discussion of the possible derivation of Hob- 
son’s underconsumptionism he proceeds to a rigorous examination of Hobson’s 
major theses. His underconsumption, economic surplus, and imperialism 
doctrines are each examined critically. He concludes by a critical analysis of 
Hobson’s concept of fiscal policy and of his views on rationalization, wage 
policy, and tariff policy as techniques for achieving economic stability. 

Although Nemmers finds much that is valid in Hobson, he is chiefly 
critical of what he feels to be Hobson’s failure to develop an adequate theory 
of interest. Nemmers feels that Hobson’s failure to recognize liquidity prefer- 
ence leads to a failure to attribute sufficient importance to monetary aspects 
of the cycle and to monetary policy. He is also critical of Hobson’s reluctance 
to make a clean break with Say’s law. By not doing so, Hobson seemed to 
imperil his underconsumption position. 

Although Nemmers feels that Hobson lacks many of the refinements of 
latter-day income theory, the total effect of his analysis is to show that 
Hobson has a more solid position than even Keynes’ belated respects would 
seem to indicate. By virtue of having accomplished this, the author has him- 
self contributed a valuable work to cycle theory. 

The most serious criticisms that can be made of the book are structural 
ones. The analysis seems at times to be needlessly repetitive. The book 
would also have benefited by a concluding summary and evaluation of Hob- 
son and his place in income and employment theory. These structural faults, 
however, do not seriously detract from the value of this book to the student 
of income theory. 

Davip HAMILTON 

University of New Mexico 


Friedrich List und Deutschlands Politisch-Ockonomische Einheit. By Hans 
Genetic. (Leipzig : Koehler & Amelang. 1956. Pp. 450.) 

Friedrich List, whose life and thought is interpreted in this book, occupies 

a modest niche in economics’ hall of fame. List’s doctrines, unlike those of his 
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more illustrious contemporaries, are accepted around the world. Gehrig’s 
book makes clear, however, that List’s contemporary significance is not limited 
to the theory of industrialization through protectionism. He has at least two 
other points of contact with our day: German reunification and European 
integration. 

Throughout his life, List was a passionate protagonist of German unity. 
And at the same time, he was an early proponent of the doctrine of a large 
common market, which to him meant primarily the German Zollverein and its 
expansion, but which, in today’s context, might mean a European customs 
union. Gehrig, now in retirement in Halle in Eastern Germany, forbears to 
make these parallels explicit. He lets them speak for themselves, He does so 
by tracing simultaneously List’s stormy career and the development of his 
thought. 

List was an eminently political economist, always reacting to the problems 
of his changing environment. As a young employee in the public administra- 
tion of Wiirttemberg, he developed vigorous plans for the improvement of 
the bureaucracy and profound scepticism of the viability of small economic 
units. His ideas earned him a professorship at an early age. He went into 
politics, stuck out his neck too far, was promptly sentenced to jail for what 
amounted to un-Wiirttembergisch activities, and was released on his promise 
to remove himself to the United States. Here, he rapidly made a position for 
himself as an economist and made money in the coal business. His intellectual 
reaction to the underdeveloped American economy was the espousal of infant 
industry protectionism. 

Homesickness drew him back to Europe, where he might have arrived as 
American consul in Hamburg if the Senate had not refused to confirm Presi- 
dent Jackson’s appointment. He returned at a time when railways were 
becoming a practical possibility, and he immediately plunged into the sub- 
ject. Railways must have appeared to him as a potential carrier for all of his 
major doctrines—German unity, the large market economy, and industrializa- 
tion through protectionism. But though his prestige as a publicist and 
economist continued to grow, particularly after the publication of The Na- 
tional System of Political Economy, his luck in the sphere of business gave 
out. He lost his American money in the crisis of 1837. He continually failed 
in his efforts to inject himself into the administration of the various railway 
enterprises that he helped to promote. He was a discouraged and impover- 
ished man, as well as a sick one, when in 1846 he ended his life. 

The picture of the man that emerges from Gehrig's pages is that of a person 
with extraordinary brilliance and drive. European businessmen probably 
regarded his endless projects as visionary and his constant needling as a 
nuisance-—this would account for his lack of business success after his return 
from America. Contemporary economists no doubt suspected him as a jour- 
nalist and tended to neglect him. His deficient theoretical equipment probably 
contributed to his lack of impact in academic circles, though it may have in- 
creased his capacity for original ideas. 

These ideas have all sooner or later been translated into reality. The rail- 
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ways were built and in good measure had the effect he expected. German unity 
arrived 25 years after his death. If today it is once more a burning issue, 
the memory of List reminds us that it is an issue with a long past. The 
European customs union, the modern version of the Zollverein, is being 
negotiated today. It is only in the area of industrialization and protectionism, 
where the victory of his ideas seems to be most obvious, that one must stop 
to ask what sort of a victory it is, and whether indeed these are List’s ideas. 

The answer to which Gehrig’s book points is at best a qualified “yes.” List 
was moderate in his proposals; he did not favor industrialization at all cost, 
including that of efficiency. Tariffs were to be removed as the economy 
progressed. Though he was a dirigiste, he was wholeheartedly entrepreneurial. 
His doctrine that capacity is more important than actual output does presage 
that school of thought in modern development economics which favors re- 
striction of consumption as a means of increasing saving and investment. 
But reality has gone much beyond what he thought wise. His ideas have 
been accepted, but with such exaggeration that his spirit, though defeated 
in life and scarcely to be held responsible for posthumous influence, must 
surely view some aspects of present-day developmentia tremens with mis- 
givings. 

Henry C. WALLICH 
Yale University 


Bildung und Verteilung des Volkseinkommens. Gesammelte Aufsdtze zur 
Wirtschaftstheorie und Wirtschaftspolitik. By Erxicu Preiser. (Gotting- 
gen: Vandenhoeck & Ruprecht. 1957. Pp. 351. DM 19, 80.) 

This is a collection of articles which (with one exception) have been pub- 
lished previously in German periodicals and Festschriften between 1941 and 
1956. The author is professor of economics at the University of Munich. 

It speaks well for the author that he is able to reprint papers on economic 
policy which have appeared in Hitler Germany during the war. However, 
although his discussion of different methods of price control and of ambiguities 
in defining price levels was probably useful when first published, it does not 
add to what is general knowledge today. 

The substantial contributions are in the two areas named in the title of 
the book: income creation and income distribution. The papers on income 
creation (1944-1956) were concerned, as early as 1944, with the relations 
between Keynesian and “classical” formulations on savings and investment, 
distinguishing clearly real and monetary, underemployment and full-employ- 
ment aspects of the two approaches. Money creation and savings, capital 
exports and full employment, the multiplier and economic profit are discussed 
in a similar way. For the purpose of bringing the analysis in Keynesian 
terms to the German reader the papers have been and still are well suited. 
To give an example: Preiser describes (1950) German “active business-cycle 
policy” (p. 53). To him, in classical theory, increased investment requires 
decreased consumption with momentarily unchanged income; in the Key- 
nesian world increased investment and unchanged consumption go together. 
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Increased income provides added demand, finally prices may rise. In the 
German case, according to Preiser, initially increased autonomous investment 
increases output, but additional savings follow, to be followed again by 
increased investment, etc. In this manner price rises can be avoided. To 
Preiser price rises would have been undesirable in Germany (1950) because 
the wage-price differential had been too high. Indeed, the relatively low wages 
did permit the high level of investment out of additional savings. There is, 
of course, nothing really new in the combination of initial pump-priming 
and further investment matched by savings. The burden of investment is 
borne in the Keynesian world, when full employment is finally reached, by 
lowered real wages (forced savings in the wake of price rises). Preiser prefers 
the German approach because there are individual voluntary savings sufficient 
to avoid price rises. 

The paper “Der Kapital Begriff und die neuere Theorie” (1953) will baffle 
the American reader. To Preiser Kapital means investible funds; the German 
term for real capital is, he asserts, Vermigen. Hence his discussion is con- 
cerned with capital accounts and funds available. In the absence of wage 
and price reductions (which are depressive, p. 113) growth is only possible 
if additional funds are made available to enterprise by the banking system. 
To Preiser, in equilibrium investment equals savings by definition; in dis- 
equilibrium investment equals savings plus the entrepreneurial profits due to 
the price-level changes. This is a reformulation of the classical contention 
that investment is limited by voluntary savings and forced savings; the latter 
are equal to the profits mentioned above. Much justified emphasis is placed 
throughout the book on distinguishing entrepreneurial profit due to price- 
level changes from the Schumpeterian profit due to innovation. 

The first paper on income distribution reviews Béhm-Bawerk’s famous 
article on Power or Economic Law. Preiser’s paper was earlier made available 
in English in International Economic Papers, Vol. 11, 1952: “Property and 
Power in the Theory of Distribution.” Economic distribution is a pricing 
process, hence “power” as such does not furnish any explanation. Market 
forms, indeed, influence the determination of incomes. Preiser, following sug- 
gestions o: Eucken, makes the point that elasticities of factor demand and 
factor supply also influence distribution; these elasticities in turn depend on 
social conditions. If, for example, workers own land, the supply of labor at 
least in the lower wage ranges will be more elastic than if they are property- 
less. Hence functional and personal distribution are not as independent of 
each other as is sometimes assumed. 

Another paper sketches the limitations of marginal productivity theory: 
income is determined by the marginal revenue product (here identified as the 
Amoroso formula). Again the social element is introduced through the 
elasticities (p. 216). To Preiser, Marx’s theory of exploitation assumes the 
existence of all-pervading quasimonopoly due to property distribution. J. B. 
Clark’s theory of marginal productivity assumes competition throughout. 
Hence, according to Preiser, the two theories are not contradictory, as com- 
monly thought, but rather complementary to each other. 
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The third article questions Stackelberg’s contention that consistently lower 
estimation of future goods (Béhm-Bawerk’s second ground) proves necessarily 
the existence of positive time preference. Preiser points out that consistent 
underestimation of future goods may be due to positive liquidity preference 
alone. 

The book is carefully written, terms are clearly defined, and arguments 
are carried to their logical conclusions, using from time to time customary 
algebraic income analysis. The style is simple, as German books go. Some 
of the topics have been treated extensively in the American literature. There 
are, though, occasional new formulations that may be of interest not only to 
the German reader. This is a fine piece of recent German theorizing. It is far 
superior in clarity and conciseness to most German writings, as far as I can 
judge. It should be worth-while reading to anyone interested in German 
critical elaboration of Keynesian thought and of economic theory. 

WALTER FROEHLICH 

Marquette University 


Die Grundlagen des Historismus in der deutschen Nationalékonomie. By 
Gortrriep E1seRMANN. (Stuttgart: Ferdinand Enke Verlag. 1956. Pp. 
xv, 249. DM 28,00.) 


The emergence of what is loosely referred to as the German historical 
school of economics and its later spread in Germany is probably much less 
puzzling a phenomenon than Professor Eisermann claims. However, no spe- 
cial justification is needed for an attempt to explain the occurrence of given 
ideas as events in the history of thought and, more generally, as social events. 
Eisermann restricts his analysis to the three writers who are said to form the 
“older historical school”: Wilhelm Roscher, Bruno Hildebrand, and Karl 
Knies. Gustav Schmoller and the “younger historical school” are not con- 
sidered. 

Usually in book reviews remarks about style are relegated to the last para- 
graph. In the present case it seems, however, useful to begin by saying that 
the book under consideration is so poorly organized and written in a language 
so disdainful of its function of communicating ideas that it is very difficult 
to read. 

In the preface the author states his intention of explaining the rise and 
success of the historical school in terms of the sociology of knowledge. Ac- 
cordingly he devotes the first four chapters of Part I to a survey of the high- 
lights of German history in the early decades of the last century. However, 
the division into distinct chapters on the political, economic, social, and in- 
tellectual (geistig) background results in a great deal of tiresome repetition 
and confusion. The reader well versed in Western history after the French 
revolution will find these chapters superfluous. The reader unfamiliar with 
this period will find them too brief and too unsystematic to be of much help. 
The chapter on the two precursors of the historical school, Adam Miiller and 
Friedrich List, which concludes Part I, contains a wealth of valuable infor- 
mation. Yet the author does not make really clear what precise place—if any 
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~—the doctrines of these two men occupy in his explanatory scheme. Inci- 
dentally, no mention at all is made of Alexander Hamilton’s influence on List 
(e.g., the infant-industry argument). A 

In Part Il the author examines in detail the works of Roscher, Hildebrand, 
and Knies. If I correctly understand him, he argues that the “older historical 
school” had its origins in the German romantic reaction to the rationalism of 
the Enlightenment. In contradistinction to the individualism of the classical 
economists, it is chiefly characterized by an organistic approach to society. 
Born and developed in the climate of the rising German bourgeois class and 
the frustrated popular aspirations for national unification, it also shows a 
strong liberal-nationalistic flavor. Concern with the economic and political 
needs of the Germany of their time leads the three writers to emphasize the 
unique aspect of socio-economic events, and to develop a historical relativism 
hostile to universal laws. Confronted, moreover, on the one hand with the 
social evils of early capitalism, and on the other hand with the rise of the 
new working class and of socialism, they sought a middle way of social re- 
form within the liberal bourgeois State. 

Eisermann’s approach suffers from two weaknesses, one factual, the other 
methodological. First, he follows tradition uncritically in assuming the exist- 
ence of an “older historical school.” Schumpeter has already pointed out 
in Epochen der Dogmen und Methodengeschichte (Tiibingen 1924) and again 
in his posthumous History of Economic Analysis (New York 1954), that 
Roscher, Hildebrand, and Knies had actually little in common and did not 
form a “school” at all. Moreover, they were certainly not as antitheoretical 
as some later critics—probably under the influence of the famous Menger- 
Schmoller controversy—have assumed. While the author does point out 
Roscher’s classical-theoretical inclinations (pp. 136,150-51,157), he men- 
tions Knies’ chief work, Geld und Kredit-—-a theory of money and credit 
along essentially traditional lines—only in a brief and rather embarrassed 
passage (pp. 227-28). It is true that the teaching of these three men is criti- 
cal of a priori reasoning and places strong emphasis on empirical studies. 
Now, empirical research in economics means largely, and until recently almost 
exclusively, work with historical data. However, nothing in this is basically 
opposed to modern reasoning in economics, or for that matter to reasoning 
in any empirical discipline. It is regrettable, therefore, that the author formu- 
lates his task as that of explaining why “such obviously quite ‘reasonable’ 
men who were not without professional ability . . . could believe such absurd- 
ities (Abstrusitat) . . .” (p. vi). It must also be regretted that he fails to 
clarify his own conception of theory. There are indications that his attitude 
towards inductive generalizations (low-level empirical laws) is not well 
thought through. 

Second, the author does not seem at all to appreciate the limitations of his 
approach, So far the sociology of knowledge yields no more than interesting 
but quite tentative hypotheses. It can not yield rigorous proofs. As a result 
his explanation is mostly superficial and shows no awareness of the need for 
the precise formulation of the relationships between the phenomena to be 


> 


710 THE AMERICAN ECONOMIC REVIEW 


explained and the explaining data. For example, we are told (p. 5) that 
Hume’s dissolution of the concept of causality corresponus to the decomposi- 
tion of the medieval social order (Stdndegesellschaft). Again, Hildebrand’s 
theory of the three economic stages is explained as the “bourgeois counter- 
proclamation against Engels’ teachings and the Communist Manifesto” 
(p. 177). 

In spite of shortcomings, however, this is a very learned study of the work 
of five important social scientists of the last century. It brings together a 
great dea! of material, some of it new, some not easily accessible. Economists 
interested in the slow and devious development of their science will find this 
book well worth perusing. 

EMILE GRUNBERG 

University of Akron 


Economic History; Economic Development; National Economies 


Studies in the Agrarian History of England in the Thirteenth Century. By 
E. A. Kosminsky. Edited by R. H. Hilton and translated from the 
Russian by Ruth Kisch. Studies in Medieval History, No. 8. (New York: 
Kelley & Millman. 1956. Pp. xxviii, 370. $7.00.) 

The author of this book, Eugeny Alexeyevich Kosminsky, is a distinguished 
Russian historian and a member of the Academy of Sciences of the U.S.S.R., 
an honor conferred only upon scholars and scientists with outstanding ac- 
complishments. In Russia, where everything is planned, the Academy of Sci- 
ences plays an important role in promoting research and in selecting the 
works deserving publication. 

In England, Kosminsky is considered a leading authority on English agra- 
rian history. Although the main results of his research are available in three 
articles published in The Economic History Review, scholars will welcome this 
somewhat abridged translation of his book, which contains the statistical and 
factual evidence underlying his conclusions. 

Russian interest in English agrarian history is not a new development but 
dates back to the nineteenth century. One of the first to study the manorial 
system and to make major contributions was a Russian professor, Paul Vino- 
gradoff, who settled in England, taught at Oxford, and was even knighted as 
a reward for his academic achievements. In Russia, Vinogradoff’s teaching 
and writings influenced Alexander Savine, who investigated the dissolution of 
the monasteries and Demetrius Petrushewsky, who wrote on Wat Tyler’s 
Rebellion. Kosminsky is the latter’s pupil and pays tribute to his great prede- 
cessors while criticizing them, of course, for not adopting a Marxian point 
of view. 

In his preface, the author frankly states that his book “has been written 
on the basis of Marxist-Leninist method” and that he uses Marxian terminol- 
ogy. Accordingly, feudalism is regarded as a mode of production rather than as 
a political and social institution. It found its economic realization in feudal 
rent, the instrument of exploitation by which the surplus labor of the peasan- 
try was confiscated by the ruling class, composed of lay and ecclesiastical 
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landlords. The manor or feudal estate was the traditional organization for 
the appropriation of feudal rent. As oppressive landlords attempted to in- 
crease labor services and to raise money rents, there arose a ‘“‘never-ending 
class struggle which filled the life of the manor’s inhabitants.” I am inclined 
to believe that in their daily life medieval peasants were more concerned with 
weather and crops than with class struggle. It is true that history records a 
few peasant revolts but they were far less common than feudal warfare and 
baronial uprisings. Nevertheless, a book review is not the place to discuss 
Marx’s interpretation of history or theory of exploitation. Since the author 
clearly states his point of view, no reader will be deceived and it would, there- 
fore, be unfair to challenge him on ideological grounds. It appears more fruit- 
ful to concentrate on his specific contributions, unaffected as they are by 
preconceived doctrines. 

As source material, Kosminsky uses mainly the Hundred Rolls or Rotuli 
Hundredorum, a survey conducted in 1279 to investigate the loss and destruc- 
tion of royal rights during the troubles of Henry III’s reign. They have not 
been preserved for the whole realm, but only for Huntingdonshire, Oxford- 
shire, and parts of Bedfordshire, Buckinghamshire, and Cambridgeshire. In 
certain respects, the Hundred Rolls are comparable to William the Con- 
queror’s Domesday Book. It so happens that they cover a territory where 
manorial organization was thought to be dominant. However, Kosminsky’s 
investigation reveals that the typical manor with a demesne worked by villeins 
who owed labor services to the lord was not prevalent except on large lay and 
ecclesiastical estates. At one extreme, there were estates without demesne 
and, at the other, estates composed only of demesne without dependent villein 
land. On many medium-sized and small manors the labor services due from 
the villeins were insufficient to cultivate the demesne, so that the lord had to 
rely on the hired labor of cotters and landless peasants. Kosminsky draws the 
conclusion that nonmanorial forms of organization cannot be regarded as a 
mere exception. In any case, the conventional picture does not correspond to 
reality. As Kosminsky further points out, vill, or village, and manor do not 
necessarily correspond: a vill may lie in several manors or a manor may in- 
clude several vills. With regard to the commutation of labor services into 
money rents, the author shows convincingly that this development is not 
connected with the rise of a “money economy.” As markets for agricultural 
products developed both at home and abroad, landlords, especially on ecclesi- 
astical manors, sought to increase both labor and money dues. 

The Hundred Rolls are among the few medieval sources which lend them- 
selves to statistical treatment, and Kosminsky makes an extensive use of this 
method. At the same time, he insists repeatedly on the variety and complexity 
of manorial organization. Yet his method shows that he is interested only in 
uniformities and mass phenomena. As a result, his treatment lacks spark and 
life. Even the oppressive landlord remains in the background and makes only 
fleeting appearances on the scene. As for Piers Plowman, the peasant, whether 
serf or freeholder, he finds himself reduced to a mere number in a statistical 
series. There are no individuals, only classes. The author would, however, 
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insist that such criticism is unfair and that his treatment was conditioned by 
the nature of his source material and his own selection of questions. Granting 
these limitations, it is certain that he has made some very real contributions 
to English agrarian history. 
RAYMOND DE ROOVER 
Boston College 


New Horizons in Planning—A Study of Planning Techniques with Special 
Reference to India’s First and Second Five Year Plans. By ALAK GHOSH. 
(Calcutta: World Press Private. 1956. Pp. 141. 10s 6d.) 

To achieve accelerated economic growth in an underdeveloped country 
during the planning period a technique of “planning with unbalanced growth” 
should be adopted. This is the leading theme of the above study which at- 
tempts to explain the main strategy of the second five-year plan of India. 
The fundamental feature of this strategy or technique is an unbalanced growth 
between heavy industries and consumer goods industries. The marked growth 
of heavy industries would create a proper capital base which would generate 
the necessary sustaining power in the course of future rapid economic devel- 
opment. This planning with unbalanced growth contains of course a potential 
danger of inflationary pressure. The author believes that with the help of 
direct controls which are part and parcel of all planned process of growth, 
the excessive consumption by the people could be checked. The bulk of the 
investment in heavy industries would come from the “economic surplus” 
which could be generated if consumption levels could be kept at the “rock 
bottom level” as had been done under a totalitarian set-up by the Russian 
planners but might not be possible in a country like India. 

The author discusses ways of mobilizing this potential economic surplus 
hidden in the country’s economic structure. Various methods of taxation and 
savings through which this surplus could be mobilized are briefly indicated. 
An extraordinary technique involving deficit financing—increase in the money 
volume—for covering the gap between total expenditure and total revenue 
during the planning period is indicated. Some amount of inflation might re- 
sult from this technique, but one should not be worried about its conse- 
quences if proper safeguards are adopted. After discussing briefly input-out- 
put analysis, the capital-output ratio and linear programming, the author 
deals with the technique of planning with unbalanced growth. 

Before turning to the book’s part on planning in India two comments 
should be made. The author states without qualification that greater empha- 
sis on heavy industries is needed in order to achieve accelerated economic 
growth within a shorter period of time. Should this be true also of countries 
which do not have resources for establishing heavy industries? As to the 
methods of financing, the author realizes the danger of inflation resulting 
from increased money volume but does not deal anywhere with the effects of 
deficit financing on the balance of payments. 

The author regards the first plan of India as a rather modest one. The 
government was largely absorbed in the problem of achieving stability and 
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could not do proper justice to the limited investment programs in the public 
sector. Yet substantial progress in over-all development was achieved. The 
total outlay on the plan in the public sector was around $4,000 million (some- 
what below Rs. 20 billion) which compares with the revised target of about 
$4,800 million. Most of the physical targets of the plan were achieved and 
deficit financing on a large scale was used only in the last year of the plan. 
National income increased more than expected and the rate of investment 
increased every year. The plan’s over-all basic strategy of raising the devel- 
opment potential of the agricultural sector was sound, and its emphasis on 
the agricultural extension program and river valley projects aroused a new 
spirit of enterprise and enthusiasm at the grass roots. 

By stepping up the expansion potential of agriculture and achieving finan- 
cial stability, the first plan paved the way for the ambitious second plan. The 
basic strategy of the second plan is directed to the task of raising the devel- 
opment potential of the industrial sector with emphasis on heavy investment 
in the capital goods sectors. Large investments are planned in the public sector 
in iron and steel, heavy machine building, fertilizers, electricity, and railways. 
The production of finished steel is to increase threefold, that of cement nearly 
threefold, of coal by two-thirds. The major technique of developing capital 
goods industries is supplemented by a minor technique which primarily em- 
phasizes household cum cottage industries rather than factory production for 
meeting the increased demand for consumer goods. 

There is no doubt that preparation of the second plan started with estab- 
lishing physical targets, and only afterwards the attempt was made to find 
financial resources for this bold program, The total proposed expenditure was 
estimated at $10,080 million (Rs. 48 billion) which amount has since been 
increased by more than 10 per cent. Only about half the original amount 
would come from budgetary resources which include a rather optimistic esti- 
mate of loans raised from the public and of small savings. Of the uncovered 
half about $1600-1700 million was expected from external resources, leaving 
an uncovered gap of Rs. 16 billion ($3300-3400 million) which was to be 
met by deficit financing to the extent of Rs. 12 billion. Taking into account 
the use of sterling balances the author reduces deficit financing to Rs. 9 billion 
($1,900 million) and believes that inflation which would arise from it could 
be held in check by various controls. Ghosh is worried, however, about the 
gap of Rs. 4 billion ($800 million) remaining after all the deficit financing, 
and believes that the main part of it will have to be covered through addi- 
tional taxation. 

The author comments that “the emphasis on heavy industries is the correct 
approach for accelerated process of industrial development provided the out- 
look in the agricultural sector is bright.” The expected increase in the agri- 
cultural sector and the development of cottage industries would be the chief 
supplier of goods to match the greatly increased purchasing power. The 
author has justified doubts with regard to prospects of a fast increase in the 
cottage industries sector. 

It is very surprising that Ghosh does not discuss the direct and indirect im- 
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pact of this plan on the balance of payments of India. He does not examine 
whether the country will have sufficient foreign assets to meet the cost of the 
needed imported equipment and increased imports resulting from increasing 
incomes, Although he suggests controls to check inflationary pressure, does 
he believe that physical controls will be strong enough to avoid serious bal- 
ance-of-payments difficulties? Space does not permit a detailed analysis of 
“planning with unbalanced growth.” The author ends up by saying that a 
definite judgment on this problem would be possible “after the Plan has com- 
pleted its performance.” Some conclusions can already be drawn after the 
first year of the plan. The balance-of-payments deficit is much larger and 
India’s foreign exchange assets have been reduced much faster than expected, 
so that various restrictions have had to be introduced to relieve the drain on 
foreign assets. It appears that the foreign exchange component of the plan had 
been underestimated. In addition there has been substantial investment in 
the private industrial sector requiring imports of capital goods not envisaged 
by the planners. 

Although it might be too early to pass judgment, it appears certain that 
the second five-year plan will have to be slowed down at least in some sectors 
unless substantially greater external assistance than expected is provided or 
the country resorts to various physical controls which are against its basic 
philosophies. Probably the plan in its original concept was too bold and if it 
were carried out India would hardly avoid the pitfalls of the plans of most 
of the totalitarian countries. The author does not seem to be fully informed, 
for instance, about the planning in Poland or China. 

Ghosh belongs to the school of planners who maintain that an adequate 
rate of growth is needed to maintain social and political stability and achieve 
progress; and because of lack of resources, planning with unbalanced growth 
and some inflation is indicated. Yet if this planning is not carefully prepared 
and the proposed unbalanced growth with all its implications analyzed in de- 
tail, such development might either result in dangerous inflation or require 
over-all physical controls. In either case the achieved growth or progress 
might be paid for by jeopardizing the existing political and social structure. 
Although nobody would question the need of an adequate rate of growth in 
underdeveloped countries the author has failed to prove his case for planning 
with unbalanced growth. 

ANTONIN Bascn 

Washington, D.C. 


Development for Free Asia. By Maurice Zinx1n, (Fair Lawn, N.J.: Essen- 
tial Books, for Institute of Pacific Relations. London: Chatto & Windus. 
1956. Pp. viii, 263. $4.50; 21s.) 

This book contains Mr. Zinkin’s reflections on the problems of development 
particularly of the democratic underdeveloped countries of Asia. These re- 
flections are based on his keen and sympathetic observation of the Indian 
scene first as a civil servant and then as a businessman. He has very intelli- 
gently interpreted his experience with Indian problems and this interpretation 
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serves as a guide to the understanding of other underdeveloped countries of 
Asia. Because of his experience and keen observation he gives a much better 
idea of these economies than any presentation of mere economic statistics 
could give. Admittedly, however, this is not a scientific treatise on economic 
development. 

This book is divided into five parts: Part I deals with general problems; 
Part II, with economic problems; Parts III and IV, with political and social 
problems; and Part V, with Indian planning. 

Zinkin’s main thesis can be summerized very briefly. Since the process of 
economic development cannot take root in these countries without an ante- 
cedent change in the whole set of values of the people and their social struc- 
ture, and since such a change could come about spontaneously only very 
slowly—and time is of the essence for these countries—the State will have to 
play an active role in accelerating the process of change. However, in coun- 
tries supposedly functioning democratically, there can be no state-coercion. 
The politicians and to some extent the bureaucrats therefore have a difficult 
yet a key role to perform in persuading people to ch-nge their habits, atti- 
tudes and institutions to suit the needs of development. The politicians will 
not succeed and the people will not be persuaded unless the politicians have 
a consuming passion for development, and a vision which appeals to the deep- 
est emotions and impulses of the people. This vision however has to be real- 
ized by the small property-owners—the peasant, the artisan and the shop- 
keeper who politically form the most effective majority--and by the intelli- 
gentsia who give expression to the urges and aspirations of the small man. 
Inevitably there would be a socialist bias in their development schemes and a 
hostile attitude of the state, as well as the majority of the electorate, towards 
big private business. To induce the small property-owner to contribute his 
utmost to the process of development, he will have to be provided with credit, 
marketing facilities and enough education to enable him to make use of such 
facilities. Cooperation and a community-development approach, now sought 
in India, seem to the author to be the ideal way of making the small man 
economically effective. In addition, the state will have to develop all the 
necessary external economies, which no private individual or a group has 
either the means or the ability to develop. 

There are two dangers, according to Zinkin, in this State-initiated process 
of development. First, the state may overreach itself and try to do things 
which could be profitably left to private individuals. And second because of a 
variety of pressures and socialist bias, the state may select and execute eco- 
nomic projects in an economically wasteful way. 

Hence the author’s insistence on the use of the criterion of maximizing 
profits in the selection as well as the implementation of development projects 
(in his chapter on the function of profits, the author indulges in an amusing 
amateur exercise in welfare economics). Here, however, he fails to realize that 
the problem of choice of production techniques for a single industry and the 
problem of choice of investment pattern are analytically two distinct prob- 
lems. Even with regard to the former problem, the use of the profit-maximiza- 
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tion criterion by a firm would not lead to an optimum combination of inputs 
from the social point of view, since private and social costs of labor are 
likely to differ because of disguised unemployment in these economies. As to 
the problem of choice of investment pattern, the criterion of maximizing the 
rate of return (or rate of growth of income) by itself does not enable us to 
make the final choice. For example, how are we to choose between two invest- 
ment patterns, one of which gives a higher rate of growth initially and there- 
after a lower rate than the other? Obviously in such a case, the final choice 
will have to be exercised in terms of political and social considerations. The 
author’s profit-maximization criterion by itself does not help us in such cases. 
Of course nobody would disagree with the author if he merely wanted to 
suggest that whatever the final choice, the decision-makers should be fully 
aware of the implications of all possible alternatives. 

Probably because of his lack of economic expertise, Zinkin commits the 
fallacy of composition. He believes that because people in underdeveloped 
economies are in the habit of buying gold, the total savings for the purposes 
of productive investment are smaller than what they otherwise could have 
been. He fails however to realize that as long as gold is neither produced at 
home nor imported from abroad, individual purchases of gold could not re- 
duce the total savings of an economy, as individual savings in such a case 
would merely be transferred to the gold dealers, who would be able to use 
them for other purposes. He commits a similar error when he suggests that 
an economy like a private firm can use its money profits earned during a 
planning period to finance its development projects in the next planning 
period (pp. 44-55). 

Zinkin has many wise things to say on a variety of other topics like the 
role of the bureaucrat, economic consequences of equality, education, etc. Yet, 
because of the general and comprehensive way in which he has tried to tackle 
the whole social process of development, this book might appear to social 
scientists as somewhat superficial and platitudinous; because of its sound 
common sense, however it would certainly prove instructive to the layman in 
which category could be placed a majority of the politicians and bureaucrats. 

V. V. BHatt 

Bombay, India 


Contemporary China. Edited by E. Stuart Kirpy. (Hong Kong: Hong Kong 
University Press. London and New York: Oxford University Press. 1955; 
1956. Pp. xi, 264. $5.00.) 

This is the first annual volume of a new and promising publication in the 
English language devoted entirely to objective economic and social studies 
on contemporary China. Eleven papers comprise Part I or more than one- 
half of the book. These are followed by 40 pages of documents, an annotated 
bibliography of Hong Kong, Taiwan, and other publications, and a 38-page 
chronology of events (July 1954-August 1955) especially useful to economic 
and general historians. 
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Seven of the eleven articles are directly concerned with economic issues. 
The latter may be grouped under two headings: the principles underlying 
Communist Chinese economic planning and some facets of its practice; and 
the basic issue of population growth. In addition, there is a single paper on 
Chinese trade with Japan. 

One can readily agree with much that E. F. Szczepanik has to say on what 
he calls “Mao-ism,” particularly his observation on the Communist leader’s 
apparently successful blending of the elements of historical materialism, the 
Leninist NEP, and latter-day Soviet-style planning with its emphasis on 
regional planning, domestic accumulation, and agricultural collectivization. In 
the light of more recent developments, however, one may question Mao’s 
hitherto unchallenged status as an apt pupil who has been able to learn from 
Soviet mistakes, especially as recent unsatisfactory developments in agri- 
cultural production do not appear unrelated to Mao’s decision to step up 
collectivization. The evolution of the planning structure and of the first 
five-year plan of an economy in transition presents a fascinating subject. 
Unfortunately, the discussion by E. V. Hooten suffers from lack of information, 
and the reader is denied the opportunity of gaining a clear view of the ad- 
ministrative and procedural aspects of Chinese planning which may have 
some bearing on the manner in which production reports are processed into 
statistics that sing praise of the Communist revolution. A more fruitful 
result is obtained, however, by Szczepanik in another paper dealing with the 
Chinese budget. Few will seriously dispute the author’s account of the fic- 
titious budget surpluses (regarded as sacrosanct in an inflation-conscious 
country), the suppressed inflation, etc., although there is considerable room 
for disagreement on the exact ratio of investment to China’s national income. 
Since a national-income study is reportedly under active preparation by some 
of Communist China’s best economists, one can anticipate growing contro- 
versy on the last point. 

Urbanization, population growth, and food supply are discussed by 
Y. Muramatsu, T. R. Tregear, N. J. Ling, R. Strahan, and O. L. Dawson. The 
curious reader may find Strahan’s biometric comments interesting, and one can 
only express regret that Dawson’s contribution is not longer, particularly 
because it could be so valuable. Surely the statement of the chief regional 
economist of the Food and Agriculture Organization that “it seems doubtful 
whether the government can keep up to its own food needs in the next 20 
years” (p. 49) calls for substantially more elaboration than is given in the 
text. 

Shortcomings are inevitable in such a new venture. Among them are the 
narrow coverage of the bibliography and the short period of the chronological 
record. But the editor is fully aware of these matters, and for his effort in 
initiating a publication that may prove to be eminently useful, he certainly 
deserves every encouragement. 

Wu 

Marquette University 
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Histoire de demain. By Jean Fourastié and CLaupe Vimont. (Paris: Presses 
Universitaires de France. 1956. Pp. 127.) 


This excellent brief introduction to problems of economic growth falls into 
two parts—‘Countries of Poverty” and “Countries of Abundance.” The first 
chapter vividly states the problem of population pressures on inadequate 
resources in underdeveloped economies; the second deals with theoretical 
possibilities of technical progress; and the third examines the practical pos- 
sibilities of technical and cultural assistance. Chapter 4 poses the question 
of the technical possibility in the advanced economies of abundance for all; 
and the final chapter discusses what the authors term the “false” problems 
of technological unemployment, technological progress and money, and 
technological progress and individual liberty. 

The book is written in a lucid style, often making its points in memorable 
phrases. In Part I, the authors stress the reality of the Malthusian devil for 
underdeveloped countries and state cogently the crux of Western problems of 
technical assistance. The vast technical investment necessary to raise the 
standard of living of these countries to a minimum of human health and 
decency can come only from the West, but technical assistance in itself is not 
enough. A cultural revolution, engrafting the spirit of Western science into 
the indigenous cultures of these countries, is a prerequisite to economic 
revolution. This process requires “human assistance” as well as technical 
assistance. This will not be achieved by sending teams of “experts” but by 
economic “missionaries” speaking the “language” of the backward peasant 
masses who can win their love and confidence. Their way of life can be 
made over only with their own consent. 

Part II stresses the limits to Western technical progress imposed by raw 
materials shortages and human psychology. The authors feel that human 
desires will always outstrip possible human performance, so there need be no 
fear of economic stagnation. 

A translation would be highly desirable, as—apart from the language 
difficulty—the book is excellent for supplementary reading in the introductory 
principles course or an introductory text in courses on economic growth or 
non-Western economics. 

J. Tayior 

University of Rochester 


La costruzione economica sovietica~-formazione, struttura, tendenze. By 
Grorcio Rotetto. (Milan: A. Giuffré, for Istituto di Geografia Econo- 
mica dell’Universita di Trieste. Pp. xii, 294. L. 2.000.) 

The number of inaccuracies in this study is staggering. In the biblio- 
graphical references to French, German, and English publications, the authors’ 
names and the titles are cruelly misspelled. Russian authors have escaped the 
indignity, but only because this book on Soviet Russia does not cite any 
original Russian sources. Such Russian terms as are given in transliteration 
are often garbled beyond recognition. Legends to diagrams frequently are 
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either wrong or incomplete, and are unencumbered by source references. 
“Millions” may mean either “thousands” or “billions.” Many historical dates 
are wrong, and Mr. Maurice Dobb is introduced as a Russian economist. 

Lapses of the pen and negligent proofreading can of course mar an other- 
wise excellent book. In this case, however, the harmony of form and sub- 
stance is undisturbed. For the book is superficial in the extreme. It is conceived 
as a part of a series of several volumes, each one of them to be devoted to an 
“economic superpower”; the next to follow will be a volume on the United 
States. The purpose is to make comparisons and to draw some sort of balance 
sheet. Yet it is difficult to see what will, or possibly could be, compared on 
the basis of the present effort. It touches on everything and penetrates into 
nothing: history, economic and political, physical environment, ideology—the 
Russian spirit—political structure, and the Soviet economy. The historical 
sketches of long periods, barren in their brevity and at times almost incoher- 
ent, are hardly helpful. In the discussion of the Soviet state, the author confines 
himself to a recital of the Soviet constitution and contrives not to mention the 
role of the Communist Party. Since the author equates the articles of the 
constitution with Soviet reality and then proceeds to compare them with pre- 
revolutionary Russia, he is able to draw some surprising and unconvincing 
conclusions. 

The economic discussion consists partly of fairly disjointed factual infor- 
mation and partly of generalities. As often as not the “facts” supplied are 
simply the targets of the five-year-plans, and the question of discrepancies 
between goal and attainment is seldom raised. The whole problem of con- 
sumers’ goods output in Russia tends to be treated in terms of Malenkov’s 
prornises which are presented as a radical and lasting change in Soviet policy. 
Such statistics as are used are mostly Soviet official statistics obtained second- 
hand from people who were uneager to analyze them critically. There is no 
attempt in the book to understand the role of the basic categories of the 
Soviet economy, such as cost, prices, profits, interest rates, and others, and 
to gauge the efficiency of Soviet economic performance. Neither the standards 
of economic analysis nor those of statistical inquiry which are displayed in 
this book are even remotely adequate for any serious treatment of the Soviet 
economy, let alone for the ambitious comparisons between Russia and the 
West which are the ultimate aim of the present series. 

Nevertheless, the author does not hesitate to draw bold conclusions. Thus, 
the reader is informed that Russian agriculture has “tremeadous potentia- 
lities,” or that the relations between Soviet Russia and Eastern Europe are 
based upon the do ut des principle. Whatever the validity of such conclusions, 
any suspicion that in reaching them the author had analyzed the factors 
pertinent to productivity trends in Russian agriculture or had wondered about 
the terms of trade in Russian commerce with Eastern Europe would be en- 
tirely unfounded. 

There would be little justification in reviewing a book of this nature were 
it not for a broader aspect involved. The field of Soviet economic studies has 
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made great progress during the last 10 or 15 years. Studies of scholars such as 
Bergson, J. Chapman, Hodgman, Galenson, Jasny, and others have cast much 
light on significant areas of the Soviet economy. The author betrays no sign 
of acquaintance with that literature. But this is between him and his 
conscience. The point rather is that books of this sort are fairly representative 
of the level at which the subject of the Soviet economy is still treated over 
wide areas of Europe. The Italian economists, who carry with them a long and 
brilliant tradition, are probably the most unprovincial group in the whole 
profession. Any campanilismo is quite alien to them. Their interest in, and 
their knowledge of, foreign literature is most impressive. But the area of 
Soviet economic studies is an exception. Progress achieved elsewhere, and 
particularly in the United States, is blandly disregarded, with the result that 
incompetence, bias, and irresponsible generalization still prevail, unchal- 
lenged by mature analysis and painstaking empirical research. This is an 
incongruous situation. To point this out has been the sole purpose of this 
review. 
ALEXANDER GERSCHENKRON 
Harvard University 


Desarrollo Econémico de Chile, 1940-1956. Instituto de Economia de la 
Universidad de Chile. (Santiago: Editorial Universitaria, S.A. 1956. 

Pp. viii, 210) 
This valuable work is divided into two large sections: the first section con- 
cerns the general aspects of the economic development of Chile while the sec- 


ond section constitutes a more detailed examination of the more important 
sectors of the economy. The first chapter summarizes the tendencies and 
changes in the Chilean economy in the last fifteen years and briefly analyzes 
them as they influence, and are influenced by, economic development. Most 
of the remaining first section is concerned with the two very important prob- 
lems common to practically all underdeveloped but developing countries: in- 
flation and foreign trade. The second section is devoted to the major produc- 
tion sectors and public finance. The study shows the very real progress that 
has been made in Chilean economic development. 

The Chilean government in the last few years has been veering away from a 
policy of “interventionism,” as the Institute calls it, toward directing the econ- 
omy by means of broad general controls. There is, for example, less use of 
direct subsidy, tax discrimination, tariff protection of industry, and differential 
exchange controls; and more emphasis on freer exchange markets, general 
monetary controls, and government investments of a broad basic nature such 
as in the transport, petroleum refining, and electrical energy industries. In the 
present work it is stoutly maintained that the economically underdeveloped 
countries can and must emphasize the use of conventional tools of economic 
analysis and policy-making in seeking solutions for their development prob- 
lems, rather than proceeding as though each economy were essentially unique. 
Most economies differ more in degree than in kind. France is used as an ex 
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ample of the chaotic situation that can result from trying to base economic 
policy primarily on the assumed uniqueness of the conditions of a particular 
country. 

Of some interest in connection with the recently revived discussion on the 
terms of trade is the fact that this study makes use of a new concept: the net 
capacity to import, which is an index of net capacity of payments divided by 
an index of import prices. The term net capacity of payments is defined as 
the sum of the value of exports, the balance of invisible trade, and the bal- 
ance of amortization and servicing payments on external debt. Each of the 
latter two items would have a negative sign where invisible imports exceed 
invisible exports and where amortization and servicing payments on external 
debt exceed like payments to the country in question. The conventional 
method of computing the capacity to import is to multiply an index of the 
volume of exports by the terms of trade where the volume of exports is de- 
fined as the value of exports corrected for their price changes. It is claimed 
that the conventional method is inexact for measuring the true power of a 
nation to import goods since income from exporting goods is reduced by other 
payments on balance to foreigners or is increased by other receipts on bal- 
ance. As a result the net capacity to import may change in any two periods 
due solely to changes in the balances of invisible trade and amortization and 
servicing payments on external debts while the capacity to import would re- 
main unaffected by those factors. 

This study is a preliminary one for the Institute which now intends to 
make more searching investigations of narrower topics on the basis of the 
general background data provided by the present study. The amount of work 
done and the quality of workmanship revealed by this study augers well for 
the usefulness and reliability of the results of the future research program. 

Primarily as a statistical study of the Chilean economy, the book is unique 
in providing for the first time a great quantity of original data on that econ- 
omy in addition to data which has been published elsewhere. It is not only 
invaluable for the student of the Chilean economy, it also provides for the 
student of economic development some valuable analyses as well as the op- 
portunity to make some tests of developmental hypotheses by means of the 
relatively extensive Chilean data. This work used in conjunction with a study 
of national accounts of Chile soon to be published by the Production Devel- 
opment Corporation should give an economist a reasonably well-rounded view 
of the past, current, and developing economy of Chile. 


Joe. W. SAILors 


University of Houston 


The Colombo Plan and Other Essays. By Frevexic Benuam. (New York and 
London: Royal Institute of International Affairs. 1956. Pp. viii, 89. 
$1.50.) 

Dr. Benham has given us a short series of essays on the economic problems 
of the underdeveloped countries, particularly in the Indian Ocean area. His 
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advice to the Asian nations is to lay well the foundations for economic growth, 
rather than rushing ahead with overambitious plans for the introduction or 
expansion of modern manufacturing industries. His argument is that modern 
industry requires an adequate home market, that is, there must be purchasing 
power to buy the new factory products. In the Asian countries the home 


market “must come mainly from the surplus of agricultural products pro- 
duced by the cultivators over and above their own needs. At present, these 
surpluses are pitifully small... . It is essential to expand agricultural output 
both in order to provide more food and in order to provide a market for local 
manufactures and services” (p. 6). Benham therefore commends the emphasis 
of development programs like the Colombo Plan on projects for increasing 
yields in agriculture, for improving transport, and for expanding the supply 
of electric power. 

In agriculture he urges the Asian countries to specialize in the production 
and export of products for which they are well suited, such as rubber in 
Malaya. He pooh-poohs the idea that such countries should diversify their 
production so as not to be too dependent on single crops. Rubber pays well, 
he asserts, and “surely a fluctuating income at a high level is better than a 
stable income at a low level?” (p. 47). At the same time he urges the Asian 
producers not to seek too high prices. “Primary producers can help to avoid 
slumps by charging prices which do not lead to large and growing stocks; 
and the underdeveloped countries can help by maintaining their volume of 
imports” (pp. 69-70). He couples this advice with the warning: “Restriction 
of output is wasteful” (p. 71). The interest of the underdeveloped countries 
lies in expanding the total volume of world trade, in keeping up both their 
exports and their imports. By developing their agriculture and trade, they 
will be laying firm foundations for the healthy expansion of industry (p. 54). 

He sees relatively little scope for deficit financing since this can pass over 
all too easily into inflation. He is pessimistic about international commodity 
agreements on primary products, “as the practical difficulties in the way are 
too great.” He counsels the Asian countries to plan their development on a 
long-term basis, to be prudent and build up reserves when prices are high, 
and to forge steadily ahead (on the basis of these reserves) when prices sag. 
He concludes with an emphatic statement about the problem of poverty in 
Asia, the West Indies and Southern Europe: ‘The only permanent solution,” 
his last sentence reads, “is a drastic limitation of births” (p. 89). 

All of this is old stuff to the economists in the Asian countries. Mostly, they 
refuse to “buy” it. In some of the newly independent Asian countries Ben- 
ham’s position is taken to be tantamount to asking them to carry on economic 


relations with the West in the nineteenth century colonial style, even after 
these nations have won their independence. So far as the new Asian govern- 
ments are concerned, the nineteenth century is gone forever. 

DANIEL THORNER 


National Council of Applied Economic Research 
New Delhi 
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National Income Visualized: A Graphic Portrayal of How Economic Activity 
is Measured. By Artuur O. Daucperc. (New York: Columbia Uni- 
versity Press. 1956. Pp. x, 117. $3.50.) 

A product of the Visual Economics Laboratory at Columbia University, this 
book is designed to “pioneer a new method for visualizing economics . . . and 
to explain national income predominantly with visual techniques.” It is an 
elaborate and ingenious pictorial representation based on the familiar circular 
flow diagram, utilizing, with certain modifications, the threefold institutional 
classification of sectors: consumers, business, and government. Starting with 
relatively simple models the author develops all of the various national in- 
come concepts of the Department of Commerce, and their components, in a 
series of 50 different diagrams. Section 1 is devoted to building up gross na- 
tional product from the expenditure side; section 2 concerns the earnings and 
receipts sides (or “disbursement circuits”) of the national accounts; section 
3 gives a portrayal of each of Commerce’s income and product (or sector) 
accounts. 

The usefulness of this elaborate technique for the understanding of na- 
tional income accounting must be left to each person’s judgment. Some will 
undoubtedly find it of assistance in presenting the accounts. This reviewer, 
however, has had little pedagogical success with any but the simplest cir- 
cular flow charts; the understanding of intricate diagrams frequently be- 
comes a substitute for, rather than an aid to, understanding the accounts. 

Whatever value the diagrams in the book may have, their usefulness is 
materially lessened by the accompanying verbal explanations and evaluative 
comments, many of which will tend to give the student erroneous or mis- 
leading ideas on the meaning and rationale of the accounts. A completely non- 
operational distinction is made between monetary and physical flows (p. 7). 
Investment and government purchases tend to be identified with personal 
saving and tax flows: “Just as Government buys goods and services for the 
Consumer with his tax money, so Business Enterprise buys some goods for 
the Consumer with his money savings” (p. 14). As a result, the author has 
difficulties in fitting government saving into his circular flow system (p. 58), 
and misinterprets the character of the saving-investment identity implied 
by Commerce’s accounting framework (pp. 69-70; 78-80). Indirect business 
taxes are virtually identified with federal excise taxes, which, prior to the 
second world war, “were so small that the Department of Commerce could 
largely ignore them as a separate item” (p. 37). (The ratio of all excise and 
sales taxes to net national product has changed little since the depression; the 
ratio of all indirect taxes to NNP has actually fallen.) The author treats 
depreciation as a nonfactor charge rather than as a part of factor cost in his 
discussion of the difference between a market price and a factor cost valuation 
of output (p. 39). The preceding sample is by no means complete. 

Selected tables from the 1954 National Income Supplement, containing 
most of the annual series, are reprinted in an appendix. The diagrams and 
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some of the tables in the text utilize the unrevised data contained in the 1951 
Supplement. 

If it were not for the quality of the accompanying comments, the book 
might well help to fill the needs of those anxious to experiment with visual 
aids and graphic techniques in teaching national income accounting. 

Epwarp C. Bupp 


Vale University 
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The Dynamics of Capitalism. By Juttus T. WenvzeL. (New York: Harper 
and Bros. 1956. Pp. xii, 175. $3.50.) 

Mr. Wendzel maintains that neither severe cyclical instability nor secular 
stagnation is inherent in capitalism. On the contrary, he finds that the major 
causes of severe instability and stagnation lie in institutional arrangements 
which are not inherent in the system itself. This is an optimistic diagnosis, 
of course, since man-made institutions can be changed by man. Wendzel’s 
purpose, accordingly, is to point the direction of desirable institutional 
changes. 

The argument can be readily summarized since it is an application of the 
familiar Schumpeterian thesis that the innovator occupies the key role in 
capitalist economic growth. It is the new entrepreneur’s ability to command 
access to capital which determines the rate of economic growth. The most 
important determinants of growth are the availability of capital to the new 
entrepreneur and the financial framework which facilitates the transfer of 
the use of capital. It is in this mechanism, however, that Wendzel finds 
existing institutional arrangements and government policy inadequate. In- 
terest rates to new firms are “unnecessarily” high, on the one hand, and, on 
the other, present monetary policies tend to convert normal and healthy 
fluctuations into disastrously unhealthy booms and depressions. 

Wendzel notes that the interest rates paid by small firms are much higher 
than those which large firms must pay. In 1946, for example, a Federal 
Reserve Board survey of member bank loans outstanding showed that interest 
rates varied with the size of the firm, ranging from 1.9 to 5.2 per cent. The 
small entrepreneur not only has to pay more for the use of capital, but the 
conditions imposed on its use and repayment are more stringent. Nor does 
equity financing provide an escape from the high charges, for the S.E.C. has 
“found that the cost was nearly 22 per cent of proceeds for flotation smaller 
than $500,000 and slightly over 1 per cent for flotations over $50 million” 
(p. 64). 

The author recognizes that some risk differential should be charged new 
firms, but he purports to see an element of discrimination over and above the 
risk differential. He thinks that this is due to the structure of the capital 
market. Loanable funds are highly concentrated due to inequalities in wealth 
ownership, and these funds are further concentrated by being channeled pre- 
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dominantly through a few large financial institutions. Contrasted with small 
numbers on the lending side of the market is the scatter of a large number of 
small firms seeking funds. Wendzel says that this makes it costly for lenders 
to lend to the small bofrower. It is reasonable to expect the cost per dollar 
of loan to be greater for many small loans than for fewer and larger loans; 
but it does not follow that the differential would be less if the lenders were 
smaller and more numerous. Indeed, one might reason that the specialized 
credit functions possible for a large lender admit economies in evaluating 
credit risks which would be unavailable to smaller lenders. A possible con- 
sideration might be the greater bargaining power accruing to size, but the 
author explicitly rejects this as a major line of explanation. Although I find 
his rationale of discrimination unconvincing, there is at hand a consistent 
theoretical explanation in the textbook case of price discrimination between 
separable markets. The model requires that the lender be able to separate 
his markets and that small borrowers have a lower interest elasticity of de- 
mand for funds. The first condition seems reasonable in this case and, since 
the alternatives of internal financing and equity financing are more feasible 
for established firms, the second requirement also seems to be met. The acute 
empirical observations of the author become more convincing when related to 
such a theoretical framework. 

A second line of reasoning involves a surprising implication, The author 
is shocked by the high failure rate among new enterprises—something like 
one million new firms start each year, of which half fail within two years. 
Wendzel sees a reason for this high failure rate in a sort of vicious circle: 
High interest rates compel new enterprises to start out small, and their very 
smallness confronts them with high interest rates. If interest rates were 
lower, more of the new firms would survive and make significant contribu- 
tions to economic growth. As it is, the high interest rates multiply business 
failures. This is a tenuous line of argument. Lower interest rates would pre- 
sumably also lead to more business starts, and there is no obvious reason why 
the failure rate should decrease. Either that or else the argument amounts 
to saying that the entrepreneur is either ignorant or irrational: High interest 
rates which in fact should deter him do not overcome his enthusiastic, but 
unfounded, optimism. 

The author’s use of Schumpeter’s conceptual association of the innovator, 
new men, and new firms is open to question. It seems to me that there is by 
now enough evidence of the results of large-scale industrial research to sug- 
gest that the early Schumpeterian association of innovation and new firms 
should be re-examined (which, in fact, Schumpeter did in Capitalism, Social- 
ism, and Democracy, p. 132). I am hesitant to base present-day policy on an 
unquestioned assumption that what may have been substantially true for the 
nineteenth century is equally applicable today. 

In the final four chapters, the author inquires into the policy implications 
of his analysis. He proposes that entrepreneurs be made more aware of the 
dangers of smallness, that legal restrictions on equity financing by insurance 
companies be further relaxed, that government encourage new business 
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rather than smal! business as such, and that the government continue its 
policy of allaying fears of the possibility of major depressions. The proper 
role of government, however, is to modify institutional arrangements rather 
than directly to intervene in the economy in response to each minor bobble 
in full employment. 

The insights into capitalism, which I would guess stem in large part from 
close contact with “the real world,” enable the author to formulate a set of 
policy suggestions w’ ich are essentially sound, I believe. Although this brief 
and well-written volume is designed to increase the layman’s understanding 
of how free-enterprise capitalism works, the book may be read with profit by 
economists and their students. 

Dona_p E, Stout 

University of California, Los Angeles 


Business Fluctuations 


Consumption and Business Fluctuations: A Case Study of the Shoe, Leather, 
Hide Sequence. By Rutu P. Mack. (Princeton: Princeton University 
Press, for the National Bureau of Economic Research. 1956. Pp. xvii, 
293. $7.50.) 

One of the themes of War and Peace is that no simple theory of history 
could possibly be true because the course of history is determined by an 
infinite multiplicity of minutely small facts and the complex network of 


interrelations among them. Isaiah Berlin summarizes Tolstoy’s view as fol- 
lows: “Our ignorance of how things happen is due not to some inherent 
inaccessibility of the first causes, [but] only to their multiplicity, the small- 
ness of the ultimate units, and our own inability to see . . . and record and 
co-ordinate enough of the available material. Omniscience is in principle 
possible even to empirical beings, but, of course, in practice unattainable.’”” 

The reader of Mrs. Mack’s study cannot fail to be impressed by the multi- 
plicity of causes and the complexity of their relations, as well as by the 
industry and skill of the author. He may even feel at times that she has 
accepted the challenge implicit in the last sentence of the quoted passage. 
(She would, of course, be the first to deny it.) In any event, he will conclude 
that the heavy effort required of a writer who tries to do even rough justice 
to the complexity of economic life is, in this case, amply rewarded. 

Mrs. Mack’s task is to examine the behavior of a consumer-good industry, 
or rather sequence of industries, in the business cycle. She has chosen as the 
subject of her case study the shoe-leather-hide sequence in the interwar period, 
basing her selection largely on the availability of data on a monthly basis. 

What is the response of the industry sequence to cyclical fluctuations in 
its retail sales? Does it simply passively transmit the fluctuations through the 
productive mechanism, or does it tend to smooth them out by allowing its 
inventories to act as a countercyclical cushion? Or alternatively does it 


"Isaiah Berlin, The Hedgehog and the Fox (New York, 1953), p. 31. 
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amplify the fluctuations by superimposing swings in inventory investment on 
those in sales? And why? Above all, why? 

It is to these questions that Mrs. Mack has addressed herself. Starting with 
retail sales, she has worked her way back through the industry sequence 
to the first appearance of hides on the market, examining at each stage sales, 
output, orders (where available), and inventories. Thus the main body of 
the study consists of an intensive analysis of the behavior of four groups: 
consumers, retailers, shoe manufacturers, and leather tanners, followed by an 
examination of hide supplies and prices. The discussion of each group con- 
tains first a description of the statistical findings, followed by an attempt to 
find explanatory hypotheses consistent with these findings. A final pair of 
chapters draws together the observations and explanatory hypotheses for the 
industry sequence as a whole. 

Mrs. Mack’s approach is to search for regular patterns of behavior in 
expansion, in contraction, and especially at turning points. She is confronted 
at the outset with the difficulty that the period 1921-40 includes only 9 
turning points in the National Bureau’s business-cycle chronology, and only 
7 in a reference cycle she has drawn up for the shoe-leather-hide (S-L-H) 
sequence, hardly enough cases on which to base firm conclusions. She has 
discovered, however, that the data show shorter fluctuations within the 
cyclical expansions and contractions. Furthermore, these fluctuations do not 
seem to be mere erratic irregularities or saw-teeth, and they appear with 
considerable uniformity in most of the key series. The discovery of these 
subcycles, as Mrs. Mack calls them, is not only of interest in itself, but also 
an invaluable methodological aid to the study because it provides no less 
than 28 turning points in the S-L-H reference chronology. Thus the book has 
become largely a study of industry behavior in the subcycle. Incidentally, 
Mrs. Mack presents some preliminary evidence that these subcycles exist in 
the economy generally. 

Because of its central role, the subcycle reference chronology merits further 
attention. In the first place, it should be noted that Mrs. Mack’s distinction 
between cycles and subcycles does not correspond chronologically to the dis- 
tinction between major and minor business cycles made by such writers as 
Hansen and R. A. Gordon. The latter either classify cycles in the National 
Bureau’s reference chronology into major and minor, or regard the major 
cycles as longer sweeps embracing several of the National Bureau reference 
cycles. Mrs. Mack’s S-L-H subcvcles, on the other hand, with a single ex 
ception, are shorter than the National Bureau reference cycles. Nevertheless, 
as we shal] see, there is an important similiarity in the properties attributed 
by Mrs. Mack to the subcycle and by Gordon and Hansen to the “minor 
cycle.” 

The average duration of the 6 complete cyclical phases (i.¢., expansions or 
contractions) covered by Mrs. Mack’s S-L-H chronology is 34 months, with 
expansions averaging 49 months and contractions only 19 months. The aver 
age subcycle phase lasted only 7'~ months, with virtually no difference be 
tween expansions and contractions. Thus each phase of the cycle contained on 
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the average between 4 and 5 subcycle phases. This last average, however, 
is particularly misleading. Examination of the chronology shows that the 
distribution of subcycles is by no means uniform. The 3 cyclical contractions 
are punctuated, in all, by only two subcyclical expansions, while the 4 cyclical 
expansions (including the incomplete one which was still in progress at the 
terminal date of the study) are interrupted by no less than 9 subcyclical con- 
tractions. Furthermore, in 58 months of cyclical contraction, the subcycle 
was in its expanding phase in only 11. By contrast, out of a total of 173 
months of cyclical expansion, the subcycle was contracting in 61. Thus the 
subcycle appears to be primarily an interruption of the expansion phase of 
the cycle. This fact is hardly surprising since the cycle was in an expanding 
phase in almost three-quarters of the months covered, and since contractions 
have long been considered shorter, sharper, and presumably therefore less 
susceptible to interruption than expansions. The point is nevertheless worth 
noting, especially since Mrs. Mack does not call attention to it. 

Furthermore, the duration and amplitude of subcycles has been by no 
means uniform over the period. For example, the long expansion of 1924-29 
was interrupted by 3 rather mild subcyclical contractions averaging 12 
months. The 1932-37 expansion contained 4 subcyclical contractions which 
lasted on the average only 414 months. Three of these occurred early in the 
period, between 1932 and 1934, and the charts indicate that they were vio- 
lent gyrations. Evidently there was a good deal of backing and filling before 
the recovery from the deep depression of 1929-32 took firm hold. It would 
be interesting to know whether Mrs. Mack has found significant differences 
in the relative behavior of individual series and in causation as between 
the gentle sweeps of the 1924-29 subcycles and the sharp reversals of 1932-34. 
(One piece of relevant evidence, bearing on the role of inventories, is men- 
tioned below.) 

Mrs. Mack finds that fluctuations in retail sales are transmitted up the 
line to earlier stages of the industry with increased amplitude. To put the 
same point in a different way, fluctuations in inventory investment tend to 
reinforce fluctuations in sales, with two interesting exceptions. This tendency 
is more marked the shorter the fluctuation. That is, the relative importance 
of inventory movements is greater in subcycles than in cycles, and greater 
in short subeycles than in long ones. This finding is reminiscent of Abramovitz’s 
observation that inventory investment played a larger relative role in longer 
business cycles than in shorter ones, and the view of Hansen and Gordon, 
among others, that the “minor cycle” is dominated by inventory movements. 

Mrs. Mack also finds that there is no lag in the transmission of fluctua- 
tions through the industry sequence. Turning points at the earlier stages tend 
to coincide with or to lead those in retail sales. Since Mrs. Mack does not 
attribute this timing to correct forecasting of turns in retail sales, it ob 
viously calls for special explanation. The search for this explanation becomes 
the focus of much of the study, and provides a continuity, a story line, almost 
an element of suspense, that is skillfully maintained throughout. 

The two cases in which inventory behavior tends to dampen rather than 
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magnify fluctuations are stocks of finished leather held by tanners, and 
packers’ stocks of hides. Tanners typically attempt to stabilize their output 
by holding large stocks of finished leather, especially of standard types like 
sole leather, and by drawing down these stocks in expansions, rebuilding 
them during contractions. Similarly, packers maintain large stocks of hides, 
which they allow to vary inversely with tanners’ purchases. In both cases, it is 
possible to hold large stocks because the commodities are durable and are not 
subject to style change. The incentive to do so arises, in the case of tanners, 
because variations in the rate of operations are costly, and, in the case of 
packers, because the output of hides, which are a by-product of cattle 
slaughter, varies in response to fluctuations in demand for meat rather than 
for leather. 

What is the net result of these offsetting tendencies? If the shoe, leather, 
and hide industries were considered as a single vertically integrated industry, 
would its payments into the income stream, in the form of payments to fac- 
tors, fluctuate more violently than its receipts, in the form of retail sales? 
While the data required for a quantitative answer are not presented, the 
qualitative indications are entirely clear that payments do fluctuate more 
violently than receipts, i.e., that the dampening effect of finished-goods in- 
ventories of packers and tanners fails to offset the amplifying effect of other 
forms of inventory fluctuations. (If for no other reason, this would be true 
because by far the greater part of the value of the final product is added after 
leather leaves the hands of the tanners. ) 

The present reviewer does not have the temerity to try to summarize Mrs. 
Mack’s series of explanatory hypotheses for the behavior patterns she has 
discovered, but two of the most important elements may be mentioned. The 
first involves the correction of involuntary changes in inventories resulting 
from unforeseen changes in retail sales. By constructing a hypothetical “cor- 
rective orders” series, and adding to it orders designed to replace expected 
sales, Mrs. Mack constructs a hypothetical series of total orders placed by 
retailers, which does in fact lead retail sales and has a greater amplitude of 
subcyclical fluctuation. Unfortunately, there is available no series of actual 
orders of retailers with which this hypothetical series can be compared, The 
closest approximation is a series on wholesale sales, to which the hypothetical 
order series conforms with gratifying fidelity.? 

The second explanatory element involves changes in inventories on hand 
and on order, measured in terms of monthly sales, in response to changes in 
“market prospects.” When those prospects are improving, businessmen will 
try to lengthen their “ownership positions,” as Mrs. Mack calls the sum of 
inventories on hand and on order. But this process will not continue in- 
definitely even though prospects continue to improve. There is an upper limit 
to the number of months’ supply of shoes (or leather, in the case of shoe 


* Mrs. Mack finds this lag in inventories, followed by a compensating correction, which 
plays the central role in Metzler’s inventory cycle model, far more significant than the 
instantaneous effort to maintain a constant inventory-sales ratio as sales change, which is 
assumed by the pure acceleration model. 
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manufacturers) they will want to hold. This upper limit, which is flexible 
but none the less real, is dictated largely by the elements of seasonality and 
style in shoe sales. Thus, no matter how bullish a retailer might be, he would 
not want to order more of a seasonal product than he expected to sell in the 
coming season. When this ceiling on “ownership position” is reached, inven- 
tory accumulation of this sort will cease, and orders will decline (unless sales 
are rising so rapidly as to compensate for the cessation of “market exten- 
sion”). Similarly, on the down side, there is a lower limit in terms of months’ 
requirements below which stocks are not allowed to fall, and this floor can 
cause a contraction of orders to reverse. 

The reader is often left gasping at the skill and ingenuity with which Mrs. 
Mack deploys her material and puts it through intricate maneuvers. He may 
also at times become breathless from trying to keep up with the pace, although 
the author maintains it with unflagging enthusiasm and cheerfulness. The 
heavy demands that the study makes on both author and reader are, for the 
most part, inherent in the subject matter and the approach to it. If reality 
is complex and intricate, as Tolstoy thought (and who can doubt it?), any 
conscientious attempt to describe and explain it will also be complex. 

This reviewer encountered some difficulties of a different sort when, ‘at 
certain important points, the thread of the argument seemed obscure. For 
example, Mrs. Mack finds it necessary, in connection with the effect of chang- 
ing market prospects, to measure the confidence with which expectations of 
future price changes are held. In the absence of any direct measure, she is 
forced to use a proxy variable, and she chooses for that role the absolute level 
of prices, without explaining the rationale of this choice (p. 158). If past ex- 
perience showed that price fluctuations are confined within certain limits, it 
is easy to see that expectations of changing prices based on projections of cur- 
rent movements would be less firmly held as actual prices approached these 
limits. But there is no indication that this is what Mrs. Mack had in mind. 

Again, purchases of imported hides, based on price expectations that turn 
out to be in error, are said to cause reversals of price movements in some 
special way that escapes this reader (p. 215). Here again, it is understandable 
that errors in purchases of imported hides are particularly likely because of 
the long lag between order and delivery, and that these errors are likely to 
take the form of overbuying in expansion and underbuying in contraction. 
This, however, does not seem to be Mrs. Mack’s point. It would appear that 
all supplies, however obtained, influence purchases and hence prices. But 
Mrs. Mack appears to impute some special and unique influence on prices to 
one type of supply—those imported on the basis of erroneous price expecta- 
tions. 

Both these points, it will be observed, bear on the crucial issue of the 
reversal of subcyclical movements. A further and more general problem arises 
in the same connection. It is not always clear whether Mrs. Mack has set 
herself the task of explaining why subcyclical turns take place at all, or only 
that of explaining why turns in other series lead or coincide with those in 
retail sales, which, from the point of view of the present study, may be con- 
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sidered an exogenous variable. In other words, is she trying to explain the 
behavior of the shoe-leather-hide sequence in the subcycle, or to explain the 
subcycle itself? In the first case, the behavior of retail sales, including their 
subcycles, can of course be assumed. In that event, however, it would remain 
to be explained by a broader analysis. 

If, on the other hand, the objective is to account for the subcycle itself, 
a self-contained explanation is required. Furthermore, because the present 
study deals with only a single industry, which by itself exerts a negligible 
effect on consumer incomes, that explanation cannot make use of the reper- 
cussion of changes in the industry’s activity on consumer incomes and con- 
sumer purchases from the industry, a limitation of which Mrs. Mack is fully, 
and presumably wistfully, aware. (This type of feed-back is, of course, an 
essential element in the Metzler inventory cycle.) In short, it would be 
necessary to explain how subcycles might be generated within the industry 
even in the absence of subcycles in retail sales. At times it seems that Mrs. 
Mack is trying to do just that, but it is by no means clear.* Some of her lines 
of explanation (like the ceiling and floor on changes in “ownership positions,” 
referred to above) can cause truly endogenous turns. Others, like the be- 
havior of “corrective orders,” require turns or retardations in retail sales. 
Perhaps the key to the uncertainty lies in Mrs. Mack’s remark that if all 
industries exhibited synchronized subcycles, the feed-back through consumer 
incomes would be present (p. 247). It may well be that she hopes in the 
future to close the circuit by showing that synchronized subcycles do exist, 
but that meanwhile she is doing what she can to explain the subcycle without 
this powerful support. 

In view of the central position of the subcycle in the present study, it is 
not surprising to learn that its author has turned to the study of subcycles 
in the economy at large. We may confidently expect that the difficulties men- 
tioned in the preceding paragraphs will speedily disappear when she is freed 
of the limitations inherent in a study that is confined to a small segment 
of the economy. 

Meanwhile, a possible solution to the problem may be advanced with all 
due tentativeness. It is possible to explain the subcycle as a phenomenon 
internal to the industry within the framework of cyclical fluctuations in the 
economy. One may assume that each level of retail sales has associated with it 
a desired or appropriate level of inventories at each stage. When sales change, 
the actual levels of inventories might for various reasons alternately overshoot 
and undershoot the new target, at least for a time. Without a feed-back by 
way of consumer income and demand, such a subcycle might well die out soon 
if retail sales maintained a steady level. But the cyclical movement of retail 


*See, for instance, the remark on page 247: “On the downward path as on the upward 
one, retardation and reversal tend to occur as a logical development of the factors set 
in motion during the previous months” (italics supplied). On the other hand, on the 
same page we find: “If reversal in the industry were confined to a return to hand-to-mouth 
buying .. . , its duration and severity would be short and mild. But all of the [sub- 
cyclical] movements have been characterized by a drop, or at least a marked leveling, 
in consumer buying.” 
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sales would provide the external shock required to maintain the errors in in- 
ventories, and hence the subcycle in the industry. (One powerful item of evi- 
dence against this hypothesis should be mentioned. Mrs. Mack remarks, “For 
a single industry sequence, there are only a few significant distinctions to be 
made between processes whereby the . . . [cyclical] and the . . . |subcyclical] 
turns come about” (p. 240). 

WILLIAM A. SALANT 


Brandeis University 


Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


Studies in the Quantity Theory of Money. Edited by MILTON FRIEDMAN. 
(Chicago: University of Chicago Press. 1956. Pp. v, 265. $5.00.) 

In the initial essay of this volume, which is the first published product of 
the Workshop in Money and Banking at the University of Chicago, Professor 
Friedman, who heads the Workshop, restates the quantity theory of money 
in such a way as to show us that in a broad sense we are all “quantity 
theorists,” and sets the stage for the performances of four former students 
of his. This essay stresses that the analytical importance of the quantity 
theory of money does not hang on whether V, the income velocity of money, 
is a numerical constant, but (in part) on whether there is stability in the func- 
tional relation between the demand for money and the variables that deter- 
mine it. Thus, if V = v(A,B,C), where the letters in parentheses stand for 
the variables that determine income velocity, the crucial point is not whether 
V is stable but whether v is. 

Friedman points out that it is possible to approach perfect stability in v 
by adding more and more variables to the function. Therefore, if the hypothe- 
sis is not to be emptied of its empirical content, it is necessary to limit 
sharply the number of variables. As in the analysis of the demand for a con- 
sumption service, these variables should reflect a budget restraint, relative 
prices, and tastes and preferences. Those considered empirically important 
by Friedman are the market rate of interest on bonds and equities, the aver- 
age expected rate of price rise, the ratio of wealth to income, real national in- 
come, and a portmanteau variable that includes the factors that affect tastes 
and preferences and the relevant technological conditions of production. It is 
important to note that the demand for money is not broken up in the usual 
way into transactions, precautionary, and speculative demands. “Rather, each 
dollar is... regarded as rendering a variety of services. . . .” 

Given M, the nominal stock of money, and V, the level of money income 
is determined. But Friedman asserts that this is not a complete model for 
the determination of money income until the determinants of the variables 
that determine V are specified. Only if these variables are rigid and fixed, 
or if V is highly inelastic with respect to them, is it possible to omit this 
step. Even then, the model determines only money income and not real out- 
put. To determine the latter requires more information. 
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Friedman shows that, as a model of income determination, the quantity 
theory would be weak if v were highly unstable, if the variables that deter- 
mine V were the important ones determining M, or if increases in the real 
stock of money, under certain conditions, always lowered V proportionately, 
so that real output was unaffected, a proposition in which the “liquidity 
trappists” have great faith. These possible objections to the quantity theory 
are raised by Friedman without any attempt on his part to meet them head 
on. Rather, he states that the proof of the pudding is in the eating, and waves 
on his students with their four essays. 

The first is an excellent study by Philip Cagan of the monetary character- 
istics of seven hyperinflations that followed the two world wars. The data 
show that real cash balances generally fell during the hyperinflations as 
the rate of change in prices rose. There were, however, marked fluctuations 
in real cash balances from month to month. Cagan considers the demand for 
real cash balances to be a function of real wealth, real income, and expected 
returns on various forms of holding wealth. He points out that the first two 
variables were probably relatively unimportant during these episodes. The 
third variable amounts to the cost of holding money, which in these cir- 
cumstances is really the same thing as the expected rise in prices. Con- 
sequently, the hypothesis is advanced that the demand for real cash balances 
is a function of the expected rise in prices, and that the latter, in turn, is an 
exponentially weighted average of past rates of price increases. This last 
assumption serves to introduce a lag between the expected and the actual 
rate of price rise. 

The hypothesis was tested by fitting a least-squares regression to time 
series for actual real cash balances (assumed equal to the demand for these 
balances) and the expected rate of price rise. The statistical results strongly 
supported the hypothesis. Friedman notes in his essay that this study pro- 
vides ‘“‘an interesting example of the difference between a numerically stable 
velocity and a stable functional relation: the numerical value of the velocity 
varied enormously during the hyperinflations, but this was a predictable re- 
sponse to the changes in the expected rate of changes of prices.”’ The rise in 
income velocity during the hyperinflations was based on past increases in 
prices, and the latter were supported by increases in the stock of money. 
Thus the inflations could have been stopped at any time by putting a lid on 
the stock of money. That is to say, the inflations could have been stopped 
if the governments had halted their attempts to gain rising shares of real 
output in this: way. But it is best to stop at this point before we get too far 
into the income-expenditure approach. 

The second study is on German Money and Prices, 1932-44, and was done 
by John J. Klein. It is a mystery to me why both Friedman and Klein treat 
the subject-matter of this study so gingerly. The facts seem simple enough. 
After 1938 the income velocity of money fell sharply, though not as sharply 
as the crude figures would suggest. This was due primarily to a sizable in 
crease in government expenditures, financed in large part through the banking 
system, coupled to direct controls of almost every conceivable type. The 
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result was that the money supply rose much faster than money national 
income, a result that is perfectly familiar to all of us since the second world 
war. But for some reason this is considered a very baffling thing to Fried- 
man, who states: “. . . Klein’s examination of German experience in World 
War II is much less favorable to the stability and importance of the demand 
for money. Though he shows that defects in the figures account for a sizable 
part of the crude discrepancy between changes in the recorded stock of money 
and in recorded prices, correction of these defects still leaves a puzzlingly 
large discrepancy that it does not seem possible to account for in terms of the 
variables introduced into the above exposition of the theory. Klein examined 
German experience precisely because it seemed the most deviant on a casual 
examination. Both it and other wartime experiences will clearly repay further 
examination.” Is this because I’riedman cannot believe that direct controls 
can ever be effective? 

Klein calls the decline in income velocity “an unusual result.” He notes 
that Germany during the war period is a contradiction to the hypothesis that 
money supply and income changes are proportional. He reasons that “The 
large increase in the stock of money might be expected to produce rising 
prices when all resources are employed. This did not occur in Germany. To 
combat the inflationary potential of its increase in money supply, Germany 
had controls over prices, wages, demand, production, consumption, etc., all 
concomitants of repressed inflation. Yet, other nations had such controls and 
did not manage to avoid inflation.” That is to say, if controls failed elsewhere 
why in the world did they not fail in Germany? Well, in the end he backs 
into the conclusion that it must have been direct controls, but he takes a 
long time to do it. 

The third study, Inflation in the Confederacy, 1861-65, by Eugene M. 
Lerner, tells us that during these years in the South real cash balances, M/P, 
which is equal to T/V, fell. This was due to a rise in V, velocity, and a fall in 
T, real output. However, Lerner states, it is very difficult to assess the 
strength of each by itself. The rise in V, to whatever extent it did rise, was 
due to people’s fear of inflation. That’s about it. One wonders why Cagan’s 
framework was not used by Lerner. Were they working at opposite ends of 
the Workshop? Incidentally, Cagan guesses that the expectation of currency 
reform led people to increase their real balances. Lerner, though, states that 
just the opposite happened in the South in 1864. Since most currency reforms 
penalize the person caught with money when the music stops, a fact pre- 
sumably overlooked by Cagan, the response found by Lerner seems quite 
reasonable. 

A substantial study on Monetary Velocity in the United States, by Richard 
T. Selden, completes the volume. After a critical examination of 38 series of 
income velocity presented by other investigators, Selden presents several new 
series of his own: a decennial series from 1839 to 1939; several annual series, 
one of which starts at 1899; and quarterly series from 1943 to 1951. These 
appear to be the most reliable series on income velocity now available, and 
by themselves are enough to justify the essay. 
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Selden’s data show that income velocity fell at a declining rate during 
most of the 19th century, and that it reached a floor and became virtually 
stable in the first two decades of this century. In fact if the exceptional years 
of the depression and second world war are neglected, as they probably 
should be, the data strongly suggest that a floor has been maintained during 
the past half century or so. (This impression is further strengthened with 
the additional data of 1952-56.) This seems to me to be one of the most in- 
teresting facts to emerge from Selden’s study, but it is almost entirely ig- 
nored by him. He simply notes that income velocity had a secular decline to 
1919 (actually, there was no decline from 1900 to 1919), and that a straight 
line fits the data poorly. The decline in income velocity is attributable mostly 
to the rise in real income per capita. I believe that this is a highly inadequate 
explanation of the facts, but I have not got the elbow room to go into it. 
Selden has some interesting observations on short-term movements of income 
velocity, relating them to tastes, the cost of money substitutes (measured by 
the difference between long-and short-term rates of interest), cost of holding 
money (measured by yields on bonds and equities), and factors responsible 
for nonproportional movements in transactions and income velocities. 

As Friedman says, the book contains some “juicy items.” The eating of 
the pudding is not likely to cause indigestion. It seems beyond question, 
though, that much work still needs to be done on the demand for money over 
both short and long “normal” periods of time. There is nothing in the book 
to convince me that v is stable over such periods. : 
Joun G. GurLEY 
The Brookings Institution 


Souvenirs d'un gouverneur de la Banque de France. By EmiLe Moreau. 
(Paris: Librairie de Medicis. 1954. Pp. xv, 624.) 

Moreau became governor of the Bank of France in June 1926 at the urgent 
request of his friend Prime Minister Caillaux. He had previously been gov- 
ernor of the Bank of Algeria, and a member of the Committee of Experts set 
up to save the franc. Moreau like Poincaré, who shortly succeeded Caillaux, 
found it extremely painful to abandon his dream of bringing the franc back 
from its low point of 2 cents to its prewar par of 19 cents; both men were 
very conscious of the harm which devaluation would do to the rentiers and 
to the habit of saving which had always been the bulwark of the French 
economy. But Charles Rist, another member of the Committee of Experts, 
was even more concerned with the harm which would be done by a defla- 
tionary revaluation; he had observed the process in England, and was con- 
vinced that the French economy would not survive such a severe shock. 

With the able assistance of Pierre Quesnay, Rist gradually brought Moreau 
to his point of view. The policy of revaluation was abandoned, the alterna- 
tive policy of stabilization was adopted, and a technique for controlling the 
foreign exchange market was worked out by the Bank of France. In spite of 
the vacillations of Poincaré, the franc was brought back to about 4 cents, 
and held at that figure. 


& 


736 THE AMERICAN ECONOMIC REVIEW 


As the franc strengthened, and gold began to flow from England into 
France there was bound to be conflict with the English. Moreau makes fre- 
quent reference to the “imperialist aims” of the Bank of England under 
Montagu Norman. Here again, with some of the glamor stripped off, are 
accounts of the secret meetings of Norman, Strong, Schacht and Moreau, as 


pe? they tried to work out solutions to their common difficulties. Moreau particu- 
aS larly resented British control over the Finance Committee of the League of 
ee Nations, and British efforts to force Poland and Roumania to stabilize under 
ss the auspices of the League, which meant, under the control of Britain. France 


at this time had her own illusions of international financial power because of 
her control over gold movements. On one occasion when Moreau journeyed 
to London especially to see Norman, the governor of the Bank of England 
pleaded illness and refused to appear; on other occasions there were frank 
and sometimes stormy discussions. In the end, of course, both countries lost 
the game, and by 1931 perhaps the only real gain was that the heads of the 
central banks had acquired the habit of personal meetings, and the Bank for 
International Settlements could be organized on the basis of that experience. 

Of especial interest to readers in the United States will be the comments on 
the role of Americans. Although Moreau spoke no English, and had the 
small-town Frenchman’s mistrust of foreigners, he found Americans in nearly 
all cases friendly to France and sympathetic with her problems, whether they 
represented private banking firms or government agencies. Benjamin Strong, 
then governor of the Federal Reserve Bank of New York, became a personal 
friend and advisor throughout these two years, and was in Paris for the final 
scene of the stabilization drama. 

Strong’s quoted comments about the situation in the United States at this 
time are also of interest. In June 1927 he wrote to Moreau that he could not 
lower the discount rate in New York because of the speculation in the stock 
market, and that he could not raise it because it might discourage business 
and create problems for the Treasury. Less than a month later he declared 
himself forced to lower the rate to 3'4 per cent in order to facilitate Treasury 
operations. 

It is a pity that more of the central bankers of our time have not kept such 
diaries. 


Marcaret G. Myers 


Vassar College 


Public Finance; Fiscal Policy 


Teoria della condotta economica dello stato. By Giuseppe Uco Part. (Mi- 
lan: A. Giuffré. 1956. Pp. xvi, 410. L. 2.500.) 

In Professor Papi’s own words, the aim of his book is to present a unified 
body of indispensable theoretical knowledge concerning the activities of the 
State, in particular policies aimed at economic stabilization and expansion. 
The author, a distinguished Italian economist, intended to establish a compre- 
hensive and, to some extent, normative theoretical framework capable of 
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guiding such policies. What he has accomplished is unquestionably a very 
creditable synthesis of notions and principles of the general, fiscal, monetary, 
and business cycle theories—without, however, contributing much that is new. 
The novum may be found rather in his own formulations, some of which are 
indicated below. One explanation of this may perhaps be the fact that he 
sought to achieve an integration of his own ideas with certain concepts of 
other workers which, although once original, have in recent years become part 
and parcel of the economic analysis of government activities and responsi- 
bilities. 

In a work of this type, non-Italian readers would probably have expected— 
and welcomed—an interpretation not only of the strong ties which now exist 
between Italy’s economy and government, but also of the unique mutualism 
which prevailed between them during the Fascist era. While Papi deliberately 
largely disregards institutional factors in his abstract, deductive reasoning, 
the book fails to live up to its promise of comprehensiveness. Among the 
lacunae may be noted several economic questions in which the stake of his 
government has been of great importance for both the stability and the ex- 
pansion of the nation’s economy. In fact, one regrets the complete absence 
of any theoretical consideration of Italy’s most pressing economic problems 
—chronic unemployment, and the elimination of the developmental dis- 
crepancies between the North and South. It is well known that these questions 
are of great concern to the national government and have stimulated theoreti- 
cal inquiries in other countries. 

Papi offers a methodological system for his interpretation of the relation- 
ships which develop between the State and all economic organisms. Inter- 
vention of the government is based on its “insurance activity” (attivita assi- 
curativa) and the underlying “principle of insurance” (principio assicura- 
tivo). These concepts imply that the State protects individuals and enter- 
prises against risks whose occurrence may eventually result in destruction of 
private incomes. Government participation should be evaluated, and is justi- 
fied, by the degree of success of the insurance activity; through this activity 
the government substitutes present certain cost (costo certo attuale) for 
future uncertain cost/risk. The desirability of government assistance finds 
expression in, and is measured by, the minimo risultato utile, which is syn- 
onymous with future uncertainty reduced to ascertainable proportions. When 
these concepts are applied, for instance, to government encouragement (pro- 
tection) of certain production, present certain cost equals the tax revenue to 
be collected for this purpose; future uncertain cost is represented by the risk 
of excessive production (in relation to need or demand) induced by the sub- 
sidy; and minimo risultato utile is achieved when market conditions are so 
organized as to prevent (useless) accumulation of the subsidized commodity. 
Government interference should be appraised by its influence on prices, out- 
put and employment. 

By introducing these analytical tools and the concept of “organized inter- 
vention” (organismo di interventi)—reminding the reviewer of teleological 
model-building—only in the last chapter of the book, Papi makes it difficult 
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for his readers to apply the concepts referred to above to all the preceding 
theory. His statement that the “insurance principle” is applicable to all ways 
in which governments absorb and release funds—unsupported as it is by any 
attempt to do this in the many suitable places in his book—is no substitute 
for a test of this interesting method. 

A notable feature of this work is the attention (60 per cent of the volume) 
devoted to taxation and government expenditures. The theory which Papi 
sets out is a general one and is based on the operation of free (capitalist) 
economic institutions. It consists of micro- as well as macroeconomic elements 
and incorporates in part contributions from Italian, American and British 
economists. To the extent that the book may be designed for use by uni- 
versity students—as its didactic vein suggests—-the insertion of some of the 
graphs usually found in textbooks of economic theory and public finance 
would have proved valuable. For all the careful logic of the author’s argu- 
ments, it is doubtful whether the lay reader of economic literature will be 
able to follow some of them with ease. Mathematical aids are also lacking. 

Among the many noteworthy conclusions which the author draws, at least 
three must be mentioned in this brief review: 

1. Papi opposes progressive taxation, calling it discriminatory, uneconomic, 
and confiscatory. Progressive taxes (in contrast to proportional) hamper capi- 
tal formation and endanger saving accumulation. In fact, they tend to “con- 
sume” themselves inasmuch as they facilitate evasion, prevent both the estab- 
lishment of large enterprises and the creation of the economies of production, 
and reduce aggregate national income. In the author’s opinion, progressive 
taxes are unsuitable for purposes of fiscal policy during cyclical fluctuations. 
Among his “canons,” control of the tendency toward progressivity is as im- 
portant as the necessity of avoiding taxation of capital, which, no doubt, 
Papi assumes to be always employed profitably and productively. He seems 
to disregard the fact that progressive taxes, through their redistributive ef- 
fects, tend to raise the propensity to consume, thus exercising a long-term 
favorable influence on production and employment. 

2. The efficacy of fiscal policy is discounted for several reasons. Although 
the author appears willing to condone temporary budget deficits, he is scepti- 
cal of any worth-while influence of tax reductions as well as larger public 
expenditures, and likewise of the adequacy of built-in flexibilities. He shows 
some distrust of functional finance, and contends that countercyclical use of 
fiscal policy is questionable because human foresight is imperfect, and tax 
systems, being rather rigid, can hardly be changed during cyclical phases 
whose duration is, moreover, unpredictable. Since monetary policies can not 
be depended upon either, the (only) hope left lies in the fact that all nations 
have been seeking greater financial stability. Economic fluctuations would be 
less feared if their theory could be absorbed by a theory of economic plans— 
individual as well as public. 

3. Papi’s panacea for the problem of unemployment is academic. His three 
conditions for the solution of involuntary unemployment (in which connec- 
tion no mention is made of the underemployment from which Italy suffers) 
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are that free competition should prevail in the production of many goods; 
increase in real national income should be faster than that in population; and 
international trade as well as capital imports should be free of barriers. Gov- 
ernment assistance is called upon to help create eventi favorevoli (favorable 
conditions) which would give rise to more intensive entrepreneurial activity 
which, in turn, would draw more people into the work force. 

The book appears to have been written in the conviction that the govern- 
ment performs the function of a factor of production, and that for any ade- 
quate understanding of the fiscal impact on national income it is necessary to 
invoke the fullest understanding of economic theory. This need is doubtless 
increased by the fact that the theory of fiscal policy as a whole lacks inte- 
gration. 

KareL HOLBIK 

Geneva, Switzerland 


The Growth of Public Employment in Great Britain. By M. ABraMovitz and 
V. Extasperc. (Princeton: Princeton University Press, for National 
Bureau of Economic Research, 1957. Pp. xiii, 151. $3.75.) 

The object of this book, as the concluding sentence reiterates, is the modest 
one of compiling measures of the direct use of labor by the British govern- 
ment and relating the upward trend in public employment to the major de- 
velopments influencing governmental activity. While the first half of this task 
may be modest, in the sense that it can be carried out by a limited amount of 
statistical digging, the second half involves a scamper over the whole field of 
economic policy for the better part of a century. 

Curiously enough, the scamper is not only more exhilarating but it is in 
many ways more satisfying than the statistical digging. The authors give a 
fair and concise, if at times rather perfunctory, account of the growth of 
government responsibilities in Britain since 1890, including separate chapters 
on local government and the nationalized industries. Their comments on the 
forces of opinion or circumstance producing this growth are balanced and 
often penetrating; for example, their analysis of the nationalization acts pro- 
vides a more adequate rationale of those acts than most of the debates in the 
House of Commons that preceded them. 

On the other hand, the statistics of government employment are furnished 
in such proportion and for such a variety of dates that the reader despairs of 
ever catching sight of the wood because he is so assiduously surrounded with 
trees. Most government employees are, and always have been, in the armed 
forces; if the nationalized industries are set aside, the Post Office (itself 
really a nationalized industry) is the next largest employer amongst govern- 
ment agencies; and the remaining employees of the central government, while 
increasing at 4 per cent per annum in conformity with Parkinson’s law 
(p. 55n.), number no more than 300,000 out of a total of 1.9 million. It 
would have simplified the narrative if it had employed this tripartite division, 
passing briefly over defense and the Post Office, and then shedding them 
from the subsequent totals. In this way, the reader would gain a clearer view 
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of the expansion in the miscellaneous third group on which, inevitably, the 
discussion concentrates. 

Employment is analyzed only in terms of departmental groups; there is no 
breakdown by age, sex, occupation, or terms of employment. Yet if govern- 
ment employment, as distinct from government expenditure, or absorption of 
resources, has any intrinsic interest it is surely because, as is pointed out in 
Chapter 1, “governments are peculiar employers with their own characteristic 
criteria for employment and advancement,” a point to which no subsequent 
reference is made. 

Perhaps the most valuable parts of the book are the second and final chap- 
ters. Chapter 2 deals with the growth of government intervention in the sec- 
ond half of the nineteenth century and with the “ideological brakes” that 
slowed down this growth. It would seem that, in spite of the brakes, the réle 
of government, especially local government, was growing faster at the end of 
the nineteenth century than at any later time, except in war. In 1851, only 
1628 persons were engaged in the civil departments of the central government 
for general administrative purposes and the total staff of the central govern- 
ment, excluding the armed forces but including Post Office workers, tax col- 
lectors, dockyard workers, etc. was no more than about 40,000; local govern- 
ment employed a total of 31,000 workers, more than half of whom were 
policemen. These totals were much higher by 1891; and in the ensuing twenty 
years, local government alone increased from 150-200,000 to 660,000, or 
nearly half the total for such employment today. 

The final chapter contains some interesting comparisons between British 
and American experience and shows that, making obvious allowances, the 
trends are remarkably similar. The comparisons include separate analyses of 
the figures for defense, postal services and education in the two countries in 
1900 and 1950, the last of these being particularly revealing. There is also a 
short sketch of a theory of the interconnection between economic develop- 
ment and government intervention which lays stress on the influence of in- 
dustrialization and urbanization and suggests that intervention may be first 
at the local government level while at a later stage local government functions 
are taken over by the central government. 

This will undoubtedly be a valuable work of reference for British as well 
as American students of public finance. 

A. K. CAIRNCROSS 

University of Glasgow 


The Theory and Working of Union Finance in India. By R. N. Burarcava. 
(London: George Allen and Unwin. 1956. Pp. 308. 30s. $6.75.) 
This work is an important addition on both the theoretical and descriptive 
levels to the growing body of literature on Indian public finance. 
The first three chapters reveal the basic theoretical framework which is 
later applied to the Indian situation. He develops an essentially Pigovian 
approach to the public finance problem. The state is viewed as a decision- 
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making organism which endeavors to maximize aggregate welfare of its citi- 
zens. Following the usual logic, the state rationally adjusts expenditures until 
the marginal social benefit is equal for each type of expenditure, and adjusts 
the various taxes so that the marginal social cost or sacrifice per rupee of 
additional tax is equal for ail types of taxes and persons, and also equal to 
the marginal social benefit of the expenditures. The objections to this theory 
have frequently been stated in the literature: It involves unjustifiable inter- 
personal comparisons of utility. Also, while the MSB = MSC rule has formal 
applicability, it is of little value as a policy tool since a market does not exist 
for most government services, and no good alternative method exists for 
determining costs and benefits. 

The most interesting chapter of the book is an extension of the above 
“public finance principle” to the problem of federal finance where two or 
more levels of government are taxing and spending. The gist of this argu- 
ment is found in Bhargava’s earlier article in The Economic Journal for 
March 1953. Following the above logic and assuming some states of a federa- 
tion to be poorer than others, he shows that welfare will not be maximized 
if both central and state governments independently apply the MSB = MSC 
rule. This follows since the richer states will reach the optimum taxation and 
expenditure at a lower level of sacrifice and benefit than will the poorer states. 
Thus, he argues, let each state follow the MSC = MSB rule, but to maximize 
welfare of the nation the central government should tax more and spend less 
in wealthy states as compared to poor ones. This analysis obviously rests on 
the questionable validity of the diminishing marginal utility of money, as 
well as upon interpersonal utility comparisons. The author takes the position 
that while the diminishing marginal utility of money cannot be proved, 
nevertheless when applied to large numbers it is less in error than other 
plausible hypotheses. 

The present reviewer finds two objections to this presentation: (1) The 
author tries to build a scientific case for maximizing welfare through appli- 
cation of the “public finance principle.”” He would have been on more certain 
ground to have accepted the desirability of interpersonal and interregional 
income redistribution as an ethical value judgment well founded on Indian 
public opinion. (2) While mentioning the difficulties arising from his assump- 
tions of interpersonal utility comparisons and the diminishing marginal utility 
of money, the. author treats them so lightly that the student is likely to be 
unaware of the considerable controversy in the literature around these sub- 
jects. The authoritative mode of expression coupled with a lack of references 
to these controversies is likely to mislead the Indian student for whom in part 
this book is intended. 

The remainder of the book is more descriptive and empirical. Several 
chapters deal with financial adjustments between the state and central gov- 
ernments, comparing Indian practices with those of other federal states. 
While showing historical trends in federal and state finances, the author has 
compiled valuable data on a com arable basis for the several states of India. 
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The beauty of this treatment is that statistics are given where needed, but 
the reader is not overwhelmed by a morass of detail. One section is devoted to 
a discussion of specific taxes, while four final chapters deal in a rather sketchy 
way with government expenditures and debt. 

The whole work is presented in a concise and extremely cogent style which 
is a pleasure to read. The body of the book will certainly be a primary guide 
to the student of Indian finance. The fact that the whole work is built around 
a theoretical framework is a source of strength; however the content of the 
theory is open to serious objections. 

D. WEATHERFORD 

Swarthmore College 


Natura ed effetti economici di un’imposta sulle societa—Atti del I convegno 
di studi. (Milan: A. Giuffré. 1955. Pp. xiv, 358. L. 2.000.) 

The Italian government introduced a direct tax on corporations and other 
business entities, levied on both invested capital and income, in August 1954. 
The present volume contains opinions of leading Italian economists on this 
tax. These remarks were presented in May 1955 before the Italian chapter of 
the International Fiscal Association. Leading speakers were Celestino Arena, 
Giannino Parravicini and Aldo Scotto. Lamberto Dini comments on a bibli- 
ography on company taxes, citing mainly American authors. The other 
speakers, however, do not seem to be greatly influenced by American writers 
either in their ideas or their approach. The charm of the analysis is in its 
reliance on pure reason. Nowhere is there mention of the effect of this tax on 
specific industries or companies—although I for one would like to know how 
taxes affect the price and investment policy of a monopoly like Montecatini, 
or a company in the highly competitive motorscooter industry. I would also 
like to see figures placing the estimated “take” of this tax in relation to other 
taxes. Presumably, Italian economists do not have all this data at their dis- 
posal. Even if they did, they would probably reject it as deceptively plausible, 
preferring the appeal of logic. 

The tax itself is probably a less important innovation in Italian fiscal 
policy than the recent personal tax reforms. It applies a rate of 4 of 1 per 
cent on invested capital, in conjunction with 15 per cent applied to income 
in excess of 6 per cent of invested capital. Arena points to similarities to Ger- 
man, Swiss and American taxes. Comments by other speakers touch on vari- 
ous aspects of American and European company taxes. The general tone of 
the arguments is that, although it has been a long time since Seligman wrote 
on the subject, we still lack definitive conclusions about the economic effects 
of direct taxes, and that it is dangerous to take too much for granted. As to 
this specific tax, they express objections on technical grounds. 

Interest in the volume itself does not lie in the importance of subject 
matter under discussion or in novelty of arguments used. It is helpful in 
enabling American economists to understand the approach of the new gener- 
ation of Italian economists,. The meeting at which this discussion took place 
is also of historical importance in marking a step forward in the assertion of 
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the economic as against the purely legalistic approach which has dominated 
so much Italian public policy. 
PETER WARREN 
Hamilton, Ohio 


International Economics 


The United States Capital Position and the Structure of its Foreign Trade. 
By M. A. Dtas. (Amsterdam: North-Holland Publishing Co. 1956. Pp. 
67. $2.75.) 

Diab’s study is the latest and by far the most comprehensive contribution 
to the discussion of Leontief’s scarce-factor paradox.' The debate was started 
three years ago by Leontief’s “Domestic Production and Foreign Trade: The 
American Capital Position Reexamined,’* in which he applied his input-out- 
put model to American foreign trade and found that, contrary to generally 
accepted belief, U. S. exports are, in general, labor-intensive and its imports, 
capital-intensive. 

The first chapter of Diab’s book offers a restatement of Ohlin’s theory of 
variable proportions of the factors and international specialization, with em- 
phasis on some of the limits of its applicability. The second chapter gives 
the highlights of Leontief’s 1953 article. The third touches on the problem 
of estimating and computing the capital and labor coefficients of various in- 
dustry groups. He singles out the capital coefficient of the agriculture and 
fishery section for scrutiny, partly because it is unduly high, and partly be- 
cause, in view of the rather high percentage of this section in the dollar value 
of imports, this coefficient plays a significant role in the final result obtained. 
Diab succeeds in showing that Leontief’s estimate of the capital coefficient 
of the agricultural and fishery section was too high. Although the revised 
calculation based on a lower figure still seems to bear out Leontief’s conclu- 
sion, his point is well taken.* 

In Chapter 4, Diab examines Leontief’s hypothesis that one (man-year) 
unit of labor is about three times as productive in the United States as in 
other countries, and tries to verify the magnitude of this multiple. He uses 
Colin Clark’s data of home production and of capital stock per head of work- 
ing population, both in terms of Clark’s international units, to fit the Douglas 
production function for each of the following countries: United States, Can- 
ada, Great Britain, Netherlands, France, Norway and Italy. It is found that 


*For other contributions to the literature, see W. Leontief, “Factor Proportions and 
the Structure of American Trade: Further Theoretical and Empirical Analysis,” Rev. 
Fon. Stat., Nov. 1956, XX XVIII, 386, n. 2 

* Proceedings of the American Philosophical Society, Sept. 1953, XCVII, 332-49; re- 
printed in Economia Internazionale, 1954, VII, 9-38 

*In Leontief’s second article, he pointed out that, in U. S. agriculture, most direct 
labor used is self-employed. This makes the labor-input coefficient in agriculture highly 
speculative. In two sections (Cs, and C,) of Table I, labor and capital inputs are excluded 
from the final figures. 
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comparative capital intensity is higher in all these countries except Italy than 
in the United States. The result is unexpected, but, as the author points out, 
it depends on the “authenticity of Colin Clark’s figures and whether Douglas’ 
production function is the correct function for the countries studied” (p. 45) 
and on the assumption that one unit of capital is as productive in one coun- 
try as in the other, despite differences in social and institutional environment 
and natural endowments. The numerical results, interesting as they are, are 
not directly relevant to the main thesis of Leontief because in Leontief’s own 
words, 


It is the amount of capital and labor and natural resources which the 
U. S. would need to replace, by home production, the foreign competi- 
tive imports—rather than the quantities of these factors which the 
foreign countries actually use to produce such goods—-which is relevant 
from the point of view of my argument (pp. 36-37).* 


In his two concluding chapters, Diab makes several pertinent points. He 
observes that, aside from capital and labor, production functions are de- 
termined in a large measure by the gifts of nature of a country. He goes on 
to construct a simple model with Leontief’s data to show that the capital 
coefficient is higher in nonmanufacturing than in manufacturing industries 
in the United States. This finding lends support to the view shared by the 
author and practically all other critics such as Ellsworth, Swerling and Bu- 
chanan that although United States imports may be capital-intensive, they 
seem more to reflect relative insufficiency of certain natural resources in the 
United States than to indicate a demand for goods that are highly capital 
intensive per se. His suggestions that, in calculating the capital coefficient, 
investment in physical plants as well as in technicians should be taken into 
account and that import contents of exports and export contents of imports 
are to be separated by using a more refined concept of “activity” instead of 
just merely exports and imports for the purpose of Leontief’s study are 
worth noting. 

To this reviewer, aside from the two main issues to which the author ad- 
dresses himself, namely (1) the reliability of Leontief’s figures, and (2) 
whether or not one should adopt Leontief’s interpretation of “abundance” of 
American labor, there should first be the question of whether the input-out- 
put model based on fixed coefficient technologies is a good approximation to 
the realities of international trade on which the model is designed to throw 
light.® Diab is silent on this issue. In fact, he makes no effort to tie in critical 
contributions of other writers on the subject nor is any reference made to any 
of them. Such references would have enabled readers to gain a comprehensive 
picture of the problem involved. These remarks, however, do not in any way 


*Some of the critics, ¢.g., Ellsworth and Granick, seem to have missed this point in 
their arguments. 

* Many earlier writers directed their criticisms towards the use of Leontief’s model for 
such nonlinear economic phenomena as foreign trade. In the recent discussion, only one 
writer emphasizes this issue. See Stefan Valavanis-Vail ‘“Leontief’s Scarce Factor Para- 
dox,” Jour. Pol. Econ., Dec. 1954, LXII, 523-28. 
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detract from the opinion of this reviewer that the author is competent as a 
practitioner in the trade and is resourceful and ingenious in making use of 
data to bring out his points. It is a valuable addition to the debate on Leon- 
tief’s paradox. 
Antony Y. C. Koo 
Michigan State University 


Business Organization; Managerial Economics; 
Marketing; Accounting 


Our Floundcring Fair Trade. Vy Joun Harms. (New York: Exposition Press. 
1956. Pp. 141. $3.00.) 

Criticizing both the proponents and opponents of “fair trade,” i.e., resale 
price maintenance, because both (p. 67) “accept the basic justice of the cur- 
rent economic-political order, the struggle for survival of the fittest with all 
the inequities of history and nature . . .,” the author of this essay had al- 
ready concluded that (p. 63) “there is no such evidence of justice, nor such 
help to the poor, oppressed little man, in Fair Trade price maintenance as 
the Fair Trade propaganda claims.” In an abundance of such phrases the 
author makes clear that he has little regard for our economic system and 
finds the operation of resale price maintenance a feeble palliative indeed. He 
forthrightly declares his distrust of “Big Business,” which in his opinion ex- 
ploits the individual, makes shoddy merchandise, uses sharp practices at 
every turn, and employs wasteful advertising and selling in order to create 
monopolies. In contrast he admires the more “orderly” English and French 
systems and finds the logic of the national socialism of Hitler and Mussolini 
attractive, at least in terms of the manner in which they worked for the good 
of everybody! 

In addition to this frame of reference Mr. Harms has brought to the task 
of analyzing resale price maintenance experience as a newspaper reporter, 
feature writer, editor, and business executive. He has attempted, with ap- 
parent sincerity, to present both sides of the “fair trade” controversy. To do 
so he has reviewed most of the important works in the field (those by quali- 
fied economists seem invariably to oppose the practice) and has interviewed 
leading officials of trade organizations devoted to furthering the cause of 
“fair trade.” The first two chapters of the book make a more or less standard 
presentation of these arguments followed by a third chapter devoted to an 
elaboration of the writer’s views concerning the injustice and materialism of 
our economic system. 

Perhaps the most worth-while material of the volume is contained in chap- 
ters 4 to 6, which reveal the personal experiences that have led him to adopt 
his present conclusions. He had been an assistant controller of a large manu- 
facturing organization whose founder was a leading proponent of “fair trade.” 
In presenting copies of correspondence and reports, supplemented by data 
of other types, Harms discloses a pattern of what he deems to be double 
dealing of the worst sort—the use of discriminatory discounts and resale 
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price maintenance to strengthen large firms and to dupe small retailers. In 
the seventh and final chapter the author provides a somewhat embittered 
summary of the significance of resale price maintenance to various types of 
institutions and to society generally. Clearly he believes that if properly en- 
forced the practice would be desirable, but that in its present state it fails to 
soften competition as he thinks it should. 

To conclude a review of this work without commenting upon its style of 
presentation would be a disservice to the prospective reader, although at 
first this reviewer despaired of doing so effectively, but then it was decided 
that by attempting to emulate Harms’ mode of expression, however feebly, 
there might be conveyed to the reader some of the flavor of the volume, and 
with this in mind this concluding sentence has been constructed, with the in- 
tention of portraying the author’s rather frustrating habit of embarking upon 
interminable verbal journeys—apparently without any planned itinerary- 
with the inevitable result that the reader, having passed over mountains of 
parenthetic statements and explored numberless explanatory clauses, arrives 
unexpectedly at a period with the feeling that he surely must have covered a 
great deal of ground, though, to be sure, he cannot quite remember the land- 
scape at any particular spot, and so, if he wishes to understand the message 
(and by this point he may have become so fatigued as to have lost this ambi- 
tion), he must retrace his steps more cautiously, carefully spotting landmarks 
and stowing them away in his memory, and at long last may arrive at the end, 
able to outline a map of the territory traversed, reasonably accurate in its 
major form, albeit still somewhat hazy with respect to its details. 

F, BRowNn 

University of California, Los Angeles 


Research in Industrial Human Relations—A Critical Appraisal, Edited by 
Conrap M. ARENSBERG, SOLOMON BarKIN, W. ELLISON CHALMERS, 
Harotp L, WiLtensky, James C. Wortuy, and Barpara D. DENNISs. 
(New York: Harper & Bros. Pp. ix, 213. $3.50.) 

This small book of varied authorship, with a forbidding title, should have 
a strong impact upon those who read thoughtfully and with a sense of facts. 
It is possible that this academic book may mark a new epoch in the history 
of American industry, quietly bringing to bear on the subject of industrial 
relations a new approach, just when Samuel Gompers’ syndicalism is held to 
be decaying, and when Karl Marx’s theory of the class struggle has been 
widely rejected as inadequate. 

There is wisdom embedded in the comment of an old Tennesseean, in his 
explanation to his daughter of the meaning of the epic war between the states. 
“There is the North’s side,” he told her, “and there is the South’s side, and 
then, there is the right side.” To apply the formula to the field of human 
relations, there is the employer’s side, and there is labor’s side, and now there 
is the right side. This right side in industrial human relations as developed 
in the present book is fortified all the way through by the use of the rational 
method in dredging up facts, in making new generalizations out of these facts, 
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and in throwing into bas-relief the last two decades of the politics of industry, 
so as to disclose what a deep bite into tradition research in industrial human 
relations has made. “Elton Mayo, late professor of industrial research, Har- 
vard, reinterpreted the nature of man.” He declined to exclude the worker 
from “the promise of striving and success”; so Reinhard Bendix informs us. 
In fact, the spirit of this epochal record has been one of bold reshaping of 
thought and ideology in the labor-management field. 

The contributors to this conservative-appearing symposium fall into 
groups: sociologists, or if you will, social philosophers; personnel directors of 
corporations; active union officials and union intellectuals, who have known 
the discipline of the shop and of advanced graduate work. These men, with 
their kinship to engineers and economists, are different from those concerned 
with industrial relations in the earlier days when naively innocent workers 
met naively innocent employers, neither group scarcely aware of their func 
tions as arbitrators and negotiators. 

Solomon Barkin, who has participated in every sphere of this broad enter- 
prise—the academic, the union central office, the negotiation process, re- 
search and the labor school—declares: “Participation in management-con- 
trolled meetings or captive audiences is not democracy, no matter how 
simulated the forms may be.” Barkin can be regarded as a representative of 
the advanced and wiser union labor position. 

As one reads this book, he is impressed with the completeness of the expo- 
sition. The reader may well regret that so rich a vein of esoteric knowledge 
may be closed to many persons. It would be useful if this book could be 
made the basis for a more popular and generally accessible treatment of the 
subject which might nevertheless preserve the scholarship, the scientific ap- 
proach, and the philosophy of the present book. 

This reviewer has long regarded labor-management relations as the key- 
stone of the industrial scheme in America. There is a hint of this point of view 
in the preface of the book: “Human relations in industry has become both 
the label of a group of studies of people at work, and the slogan of a move- 
ment of thought and action.” This little volume may in time be regarded as 
the fruition of this generation’s thought and experience, that is if America 
continues allegiance to the democratic process. 

M. H. Hepces 

Washington, D.C. 


Industrial Organization; Government and Business; 
Industry Studies 


Economic Concentration and the Monopoly Problem. By Eowarp S. Mason. 
(Cambridge: Harvard University Press. 1957. Pp. xvi, 411. $6.00.) 

Of the nineteen essays comprising this volume, all but the first are reprints 
of articles the author has published over the past twenty years. The first 
essay, from which the volume derives its title, reviews a sampling of recent 
literature on the subject to which the four following essays in Part I repre- 
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sent the author’s outstanding contributions. In a very general sense, or at 
least collaterally, this may be said to be the subject, too, of the five essays 
in Part II on wage-price relationships and labor monopoly, while the five in 
Part IV return to the same theme, with the emphasis on antitrust policy. 

The four essays in Part III on “Raw Materials, | National] Security, and 
Economic Growth,” though tangential to the main theme, represent an illumi- 
nating contribution to a problem which will interest practically every student 
of industrial concentration and monopoly problems. Their inclusion in the 
present volume is fully justified, and the author’s apology (p. 9) for the 
“digression” might better have been saved, in the reviewer’s judgment, for 
the republication of two or three of the essays focused on the main problem. 
For example, the casual treatment of “Competition, Price Policy, and High- 
Level Stability” (Ch. 8) and of “Workable Competition Versus Workable 
Monopoly” (Ch. 18) makes them dispensable; their elimination, moreover, 
along with “The New Competition” (Ch. 17) would have helped to reduce 
the repetitions that, naturally, abound in a volume of this kind. 

A detailed review and commentary on each of these essays is hardly called 
for here. An attempt to trace the development of the author’s thought, 
changes in his outlook, might be appropriate. Unfortunately, there appears 
little evidence of such development. The tone and thrust of the later essays 
are virtually indistinguishable from those of twenty years ago. Throughout, 
a principal animus appears to be to bridge the alleged gap between law and 
economics. By and large, economic concentration poses no serious threat to 
public welfare. The main problem is to redress the alleged failure of the law 
to take adequate account of economists’ conceptions of market control and 
of “efficiency” in the utilization of resources (pp. 342-44; 366; 9-10). In 
these circumstances a brief synopsis and critique of the author’s contribution 
to the theory and practice of antitrust regulation may be in order. — 

Essentially, Professor Mason’s position may fairly be characterized as 
eclectic. His thought fits neatly into a quasi-Hegelian dialectic. Always there 
are sharp opposites to be differentiated and then synthesized by a deft bal- 
ancing act of the intrepid (and inveterate) tightrope-walker. The perfect 
poise is the solution: lean neither to the right nor to the left and all will go 
well——one cannot fall—either into the feckless fatuity of trust-busting or into 
the grasping clutches of monopoly. (Of course, as the saying goes, if you like 
that sort of thing, that’s the sort of thing you like. It must be conceded that 
in some situations, or dealing with certain subjects, such an approach has 
much to recommend it. In these essays it shows to best advantage, in the re- 
viewer’s judgment, in the one—Chapter 5—analyzing Schumpeter’s views on 
monopoly.) 

Starting with the well-known essay on “Monopoly in Law and Economics,” 
we have the dialectical distinction between, on the one hand, “an antiquated 
and illogical” legal concept (p. 346) based on a static (orthodox) economic 
concept of monopoly as the opposite of free competition, which in judicial 
application focused attention solely on “restriction of competition” (pp. 338- 
342), and, on the other hand, the “modern” concept of monopoly as the 
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“market control” implicit in fewness of sellers, product differentiation, etc. 
(pp. 333-35). These alleged opposites can be, should be, must be reconciled 
or fused, by intensive and extensive investigation of the price, output, invest- 
ment, research and innovation tendencies, or characteristic performances, 
associated with various degrees of “market control,” or patterns of market 
structure (pp. 345-46), thereby providing realistic criteria for distinguishing 
innocuous from illicit transactions, constructions, or arrangements, in a word, 
for separating the sheep from the goats. 

The truth is that the basic distinction thus summarily sketched is quite 
illusory. The distinction between “market control” and “restriction of compe- 
tition” is not only elusive, it is nonexistent. All market control is a matter 
of degree, and in Mason’s usage the phrase evidently signifies distance from 
pure monopoly. All restriction of competition is a matter of degree, and as 
used by Mason the phrase evidently connotes distance from pure competi- 
tion. Whether for a single firm, or for a group of firms, the extent of market 
control exercised is precisely the extent to which competition is restricted. 
The two phrases are simply descriptions of the same phenomenon, or situa- 
tion, looked at from different angles, in fact, from opposite sides. The position 
of an object suspended in a body of water may be described as, say, three 
feet below the surface or four feet above the bottom. Just as there is no good 
reason a priori, for preferring one description to the other, both being correct, 
so nothing is gained by referring to a certain business situation as represent- 
ing a certain degree of market control or a certain extent of restriction of 
competition. 

Whether this purely verbal difference (substantive equivalence) holds 
when the business situation in question is being examined by an economist 
intent on analyzing its implications for pricing, investment rate, etc., may be 
open to question, but it certainly holds for a judge called upon to determine 
the consonance of a given business situation with public policy. When Mason 
states (p. 334) that “Restriction of competition is the legal content of mo- 
nopoly,” he overlooks that this was precisely the view of Justice Holmes as 
expressed most clearly in his dissenting opinion in the Northern Securities 
case. In the limited, inaccurate sense that only collusion or exclusion (and 
not amalgamation) amounts to an antitrust offense, such a description of the 
law did not represent the majority view, then or subsequently. And when 
Mason adds that “control of the market is its economic substance,” and ex- 
pressly declares that this is “by no means equivalent” to restriction of compe- 
tition, this reviewer, for one, is reminded that definition is “the beginning of 
wisdom.” 

All that need be said here is that, in so far as the phrase “restriction of 
competition” is limited to collusion and exclusion, and in so far as the phrase 
“market control” is taken to embrace certain nebulous “monopoly elements” 
associated with Chamberlinian theory (such as, ¢.g., product differentiation) , 
their nonequivalence may be granted. But the law is concerned with concrete 
business practice, not abstract economic theory. That antitrust should ever 
define market control in a Pickwickian sense, i.¢c., in any other sense than 
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restraint of trade, this reviewer at least would dispute. In sum, in his view, 
every “restraint of trade” represents an “attempt to monopolize,” and every 
“attempt to monopolize” restrains trade. (See “Comment,” Am. Econ. Rev., 
Papers and Proceedings, Mar. 1949, XX XVIII, 204-08.) 

It would be quibbling to contend that by “market control” is meant, not 
dominance, or government, or manipulation, of the relevant market, but 
simply share of that market. Lvery seller has a share of the market. That is a 
status, or condition, he cannot escape if he sells at all. It may be contended, 
of course, that by market control is meant only a big share of the market. 
The answer to that contention brings us to the very crux of the issue. The 
answer is not a request to define a “big share,” as Judge Hand, befuddled by 
the economic critics of antitrust, mistakenly assumed. Wandering down that 
road leads nowhere, i.e., leads only into a morass. Whether it be 90, 60, or 30 
per cent the answer could provide no rule of universal application, as Mason 
recognizes (p. 360, et passim). Furthermore, it could provide no appropriate 
guide to decision even in a particular case. 

With or without merger, it is clear that a company may by unquestionably 
fair methods gain control of a big share of the market, however “big” is de- 
fined. A company may even become in this way a single seller for a time, 
achieving thus a condition of economic monopoly—-as Ford did in the low- 
priced car market during certain years in the period 1910-1925." Mason, un- 
like some of the more extreme critics, would condemn unqualifiedly an in- 
terpretation of antitrust that extended its prohibition to such a situation. Yet 
that is precisely the most likely outcome of a rule that focuses on “market 
power,”’ “market control,” or whatever other phrase may be adopted to de- 
scribe a condition of economic monopoly, near-monopoly, oligopoly, or even 
monopolistic competition. For once that central focus on market structure is ac- 
cepted, there is no alternative, if the anomaly of condemning the innocent along 
with the guilty (the upright competitor along with the downright monopolist) 
is to be avoided, to judging the lawfulness of a large enterprise by “results,” 
“business performance,” or “efficiency.” For that task, courts are not fitted. 
Plainly, moreover, Congress can never have contemplated making judges 
economic arbiters 

Mason is quite well aware of this dilemma. He was aware of it in 1937 
(pp. 344, 346, 349); and in 1949 (pp. 360-62, 367-68). To his credit, he 
appears to have become even more keenly aware of it in 1956: “An attempt 
to push enquiry into effects very far is clearly an invitation to non-enforce- 
ment” (p. 394; see, also, pp. 395-96). Nevertheless, he still adheres to the 
view that a condition (possession) of “market power” should be, and more 
and more in judicial application is actually becoming, the primary criterion 
of antitrust offense (pp. 399-401). 

The fact is, Mason’s assertion to the contrary notwithstanding, that the 
courts have all along recognized (1) that control of the market and restric- 
tion of competition are simply different sides of the same coin, and (2) since 


*How prevalent are instances of this kind is an open question; it may certainly be 
doubted that they are very numerous. 
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1911 at least, that this “coin” provides, by itself, no reliable “measure of 
value” (i.e., test of validity under the antitrust laws) of any business trans- 
action, practice, or organization.” Its inadequacy as a criterion of lawfulness 
was, in fact, the avowed reason for introducing the “rule of reason.” 

It is the nature of this inadequacy which escapes Mason and many other 
critics* of antitrust in judicial application. It is inadequate because it fo- 
cuses the issue on the pattern of market structure, the possession of market 
power, and ignores the animus lying behind the development of that struc- 
tural pattern. Intent provides an appropriate primary criterion of compliance 
with or violation of the law, because of the nature of antitrust law itself. The 
Sherman Act prescribes a rule of conduct. It does not condemn monopoly; it 
prohibits monopolizing. It penalizes a certain course of market conduct, not 
a market position (possession of market power), whether it be that of a 
single seller or that of one among a “few.” As in every branch of criminal 
law and in much of the law of torts, intent is a crucial factor. Fatal shooting 
of another person is not murder; it must be premeditated. Acquisition of 
“market control” (a large share of the available business) is not monopoliz- 
ing; it must be the fulfillment of a deliberate design to throttle competition. 

The essential point here is that judging a business structure, or market 
condition, on the basis primarily of the intent of those responsible for it is a 
task within judicial competence. It is the sort of judgment courts are called 
upon to make, day in and day out. Per contra, judges are not equipped, nor 
has Congress provided a standard, for testing the lawfulness of business 
“constructions,” or behavior, by the “efficiency” of their performance (either 
in the allocation or in the administration of productive resources). 

It is sometimes objected that the test of intent is (a) too subjective and (b) 
too indefinite for practical use. As for the former objection, no one familiar 
with the law will suppose it necessitates “probing into a man’s mind.” In- 
tent, in law, is always an inference drawn from conduct. Personal motives are 
irrelevant. It is the pattern of conduct in a specific set of circumstances that 
reveals the intent, according to common experience, on which turns the issue 
of whether an offense has been committed. As for the latter objection, while 
the criterion of intent provides no certainty regarding the scope of the anti- 
trust prohibition, neither does any other test, certainly not the proposed test 
of “market control,” or power to influence price and output in the relevant 
market (as Mason concedes, p. 386). 

The essential difference between the reviewer and the author on this score 
can be stated very briefly. The author, so it appears to the reviewer, would 


*Mason’s subsequent (1949) recantation (p. 388) of the ill-founded charge that the 
courts had, in effect, ignored “control of the market” as an element in antitrust offenses is 
commendable, as far as it goes. But it does not go far enough. He does not withdraw or 
qualify his basic contention that, in the light of monopolistic competition theory, the 
courts should have made the pattern of market structure a primary, even if not exclusive, 
criterion in judging the lawfulness of mergers, supplementing it with business performance 
tests. 

*But not all of them. See, eg., J. B. Dirlam‘and A. E. Kahn, Fair Competition, 
(Ithaca, 1954), pp. 28, 88, et passim. 
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have concentrated business power tested primarily by reference to its “per- 
formance” record (innovations, price policy, profit, etc.). A “good” perform- 
ance merits a decree of “no cause of action.” The reviewer, on the other hand, 
is prepared to acquiesce in what he regards as an established legal doctrine: 
that both the circumstances in which concentrated business power originated 
and the mode of its exercise are subject to examination simply as a clue to 
the intent of those responsible. If observed conduct reveals an intent to 
monopolize (or restrain trade), an offense is proven and not otherwise. To 
some, the difference between these two views may seem slight. To the re- 
viewer, the difference is radical. 

From the first Swift case (1906), at least, to the present, no ruling of the 
Supreme Court, the reviewer believes, has been inconsistent with his inter- 
pretation.* Though some lower court rulings and the dicta in a single Supreme 
Court opinion (Griffith)® point in another direction, in the light of the Na- 
tional Lead, the Columbia Steel, and the Cellophane cases, the judicial record 
lends little support to Mason’s manifestly wish-fathered conclusion (p. 358) 
that “the courts have moved a substantial distance in the direction of accept- 
ing the presence or absence of the market conditions associated with the no- 
tion of workable competition as appropriate tests” (emphasis supplied). 

While the foregoing comments indicate the weaknesses and errors, in the 
reviewer's judgment, in Mason’s basic position on antitrust policy, they are 
not designed, and should not be taken, to minimize his contributions to the 
literature. After all, antitrust policy has never been static and, we may hope, 
will never be fitted into a rigid mold. Few economists have helped more than 


Mason to sharpen the issues and thereby prevent antitrust law from becom- 
ing ossified, an incubus on economic development. 

By way of addendum, the reviewer feels bound to call attention to the 
inexcusably poor proof-reading on this volume. A foreword by J. K. Galbraith 
notes that the book “celebrates a double anniversary.” It is the hundredth 
volume in the Harvard Economic Studies series, and its publication marks 


*We are not contending, of course, that every justice (much less every judge) has held 
an identical view of what constitutes proof of intent to monopolize (or restrain trade, 
which is only a different expression for the same thing), or even that every justice has 
regarded intent as the crucial factor. The contention is only that a majority of the court 
has consistently, and with few exceptions explicitly, based its decisions, in final analysis, 
on this criterion 

* Where it is stated (334 U. S., 107), “so it is that monopoly power, whether lawfully 
or unlawfully acquired, may itself constitute an evil and stand condemned under Section 2 
even though it remains unexercised. For Section 2 of the Act is aimed, inter alia, at the 
acquisition or retention of market control.” (Emphasis supplied.) With this exposition 
of the law presumably Mason would agree. Yet in fact the trend line of decision, before 
and since 1948, repudiates it. 

That the quoted passage was a slip of the tongue (a failing from which even Justice 
Douglas is not immune) is pretty clearly indicated by a later passage in the same para- 
graph, Backing away from such a novel position, even though not acknowledging the 
volte-face, the not-always-collected and composed Justice declared: “Hence the existence 
of power ‘to exclude competition when it is desired to do so’ is itself a violation of 
Section 2, provided it is coupled with the purpose or intent to exercise that power” (em- 
phasis supplied) 
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the semicentennial of the founding of that notable series. One would have 
thought that, in these circumstances, the Harvard University Press would 
have taken special care with the proof-reading. Instead, to the great irrita- 
tion of one reader at least, no less than 15 typographical errors were en- 
countered in the first 50 pages. After that, not for want of instances but for 
want of patience, he gave up counting, though he did stop to note a con 
centration of three on four pages (175-78). The more’s the pity that a book 
of this kind, on an occasion of this kind, should be marred by such blemishes, 
while university presses pride themselves on their “superior” standards in 
this respect. 
Myron W. WATKINS 
New York City 


The Agricultural Implement Industry in Canada: A Study of Competition. 
By W. G. Puiturs. (Toronto: University of Toronto Press. 1956. 
Pp. xi, 208. $4.50.) 

This study of competition in one of Canada’s oldest oligopolistic industries 
should interest students of industrial structure and behavior on both sides of 
the border. For the Canadian and United States agricultural implement in- 
dustries have close institutional and economic ties: The leading American 
firms operate in both markets, and since 1935 low tariff walls have permitted 
easy flow of trade across the border. In recent years about half of Canada’s 
production has been sold in the United States and about three-fourths of the 
implements bought by Canadians have been imported. 

Study of competitive behavior in an industry composed entirely 5f firms 
over one hundred years old necessarily requires some history. Phillips bases 
his historical approach on the “hypothesis that competitive patterns are not 
generally accidental but are rooted in a variety of influences which condition 
an industry’s growth.” 

The first seven chapters—comprising well over half of the text—reflect this 
approach. In them he meticulously traces many of the early developments of 
the industry in Canada and the United States, the permanent changes in in- 
dustrial structure wrought by the great merger movement, the industry’s ex- 
perience during war and depressions, the Canadian industry’s struggle, initial 
success and ultimate failure in getting tariff protection, the changing technol- 
ogy of the industry, and many other of its historical aspects. Students of in- 
dustrial structure, organization, and history will find much of this discussion 
interesting and enlightening. 

Of the remaining four chapters which deal more directly with the competi- 
tive behavior of this industry, two are devoted to price competition and two 
to nonprice competition. 

Of price competition, Phillips concludes that there really has been little of 
it. Notable exceptions were the “harvester wars” of the 1890's and the tractor 
wars set off by Ford’s aggressive price-slashing policies after the first world 
war. The latter experience must have left a memorable impression on the 
industry as to the inadvisability of using price competition as a device for 
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cutting into the industry leader’s sales. In spite of drastic price cuts—Ford- 
sons were selling for $395 in 1923—Ford was unsuccessful in challenging 
International Harvester’s dominant position in the industry. After abandon- 
ing tractor production in 1928, Henry Ford characteristically described the 
whole misadventure as an experiment: He simply had been “trying to find 
out how low the price might be at which farmers would buy tractors in quan- 
tities equivalent to automobiles.” 

Phillips attributes the lack of price competition in this industry to four 
factors: its structure of few firms, high income elasticity of demand for im- 
plements, their low price elasticity of demand, and rigid overhead costs 
(p. 118). While these factors quite adequately explain why prices tend to 
be rigid in this industry, the problem of understanding how the actual level 
of prices is established is a more difficult one. And it is a problem Phillips’ 
evidence and analysis never permit him to answer adequately. He says the 
actual level of prices is determined through a price leadership policy. But he 
never satisfactorily explains the character of the price leadership system in 
this industry. He does not explain what makes a firm a price leader and 
what kind of leader it is; that is, is it a dominant-firm price leader, is it of 
the competitive or monopolistic “barometric” variety, or is it one of the 
other hypothetical types?’ Phillips’ discussion on price leadership seems to 
assume that we already know what it really is his task to explain. 

Phillips’ two chapters on nonprice competition deal with competition in 
distribution and credit extension, of which, in contrast to price competition 
in implements, there has been a considerable amount. Competition in dis- 
tribution has been “mainly a matter of exerting sales pressure on retail 
sales.” Before and up to the second world war this resulted in considerable 
excess distributive capacity as firms tried to set up dealers in every hamlet. 
But since the war this trend has been reversed. Competition in credit ex- 
tension was keenest during the 1920’s. And though less important today be- 
cause of government aid in financing farmers, the credit policies of imple- 
ment firms can still be strategic weapons in the battle for greater sales. 

The discussion of nonprice competition seems quite adequate as far as it 
goes. But Phillips investigates only two dimensions of nonprice competition; 
he completely ignores what well may be the most important dimension today 
~-the apparently continuing effort of implement dealers to differentiate their 
products. In his discussion of price uniformity, Phillips says that since the 
1930’s it is difficult to know whether prices are uniform or not because im- 
plements are becoming increasingly less standardized. But he says nothing 
of the causes and significance of this trend toward product differentiation. 
It seems that here as in many other onetime standardized industries, the 
departure from standardization is a conscious part of the firms’ competitive 
strategies. Some economists interpret such strategy as a desire to avoid com- 
petition, others as a desire to better one’s rivals, But in either case, in an in- 
dustry of few firms it may well be the most effective and socially desirable 


*See, for example, J. W. Markham, “The Nature and Significance of Price Leadership,” 
Am. Econ. Rev., Dec. 1951, XLI, 891. 
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form of competition permitted by modern industrial structure and technol- 
ogy. Therefore such a potentially important dimension of competition should 
be analyzed in an empirical study of competition. 

I am prompted to make a final comment relative to the scope of this study. 
It seems to me that anyone making a comprehensive analysis of an industry’s 
pricing behavior owes his readers some pronouncement as to Ais conclusions 
concerning its competitive efficacy. Certainly he is best suited to marshal the 
evidence needed to determine whether, assuming particular criteria for meas- 
uring the effectiveness of competition, the industry is performing satisfacto- 
rily. Phillips does not do this. He is content to explain how the industry op- 
erates, presumably leaving it up to the reader to infer whether it operates 
well enough. 

WILLARD F. MUELLER 

University of Wisconsin 


T.V.A.: The First Twenty Years. Edited by Roscoz G. Martin. (Univer- 
sity, Alabama: University of Alabama Press. Knoxville: University of 
Tennessee Press. 1956. Pp. xiii, 282. $4.50.) 

In 1953 the staff of the Tennessee Valley Authority, in response to an 
invitation from the Florida State University, presented a course in public 
administration at that institution. With the exception of the introduction 
and the closing chapter, the book being reviewed is a compilation of the lec- 
tures in that course, rearranged and condensed. Though the title might seem 
to imply that the book is primarily a chronology of the development of the 
T.V.A., it is rather an attempt to analyze the organization and operation of 
the T.V.A. as of 1953. Inasmuch as the T.V.A.’s first two decades are im- 
portant only as they promote the reader’s understanding of this analysis, the 
book might be more descriptively titled 7.V.A. after the First Twenty Vears. 
The reason for. the three-and-a-half-year delay in publishing the material is 
not clear but it is stated in the introduction that developments subsequent 
to 1953 require little modification of the story. 

The book begins with an essay by Gordon Clapp which indicates the gen- 
eral environment into which the T.V.A. moved, the broad characteristics of 
the T.V.A., and its “workways.” Following this are four sections on the 
major aspects of the T.V.A.’s total operation. Legal foundations and ad- 
ministrative and financial structures and procedures are set forth first. This 
is followed by a section on the T.V.A.’s physical development programs for 
the Valley with discussion of flood control, navigation, power, and land 
management procedures. The third section is concerned with social and eco- 
nomic development and considers health, water pollution, recreation, but 
also, rather strangely since the problems involved appear to be primarily 
technical, fertilizers, munitions, and forestry. The final portion of the book 
is less an examination of the T.V.A. than of its implications to the region 
and the nation. 

The book is admittedly not impartial. This is understandable since the 
authors themselves have spent many years developing the operations and 
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organization which they describe and for the most part this does not de- 
tract from the usefulness of the book. So long as the material is concerned 
with how the T.V.A. works, partiality is no real handicap. Nor is it particu- 
larly troublesome when consideration is given to the broader implications of 
the T.V.A. Lack of impartiality is less satisfactory when direct justification 
of the T.V.A. or of its programs is involved. The partial observer is apt to 
rest his case before he has probed deeply enough to satisfy others not simi- 
larly persuaded. There are a few pages devoted to such argumentation and 
they seem unnecessary to the general analysis of the way the Authority is or- 
ganized and its programs operated. 

It may be fairly said, however, that the general tone and level of the book 
leave the impression that it is an accurate, systematic representation of the 
form and operation of the T.V.A. The description of how the T.V.A. has 
been molded to fit the physical, political, and social environment of the 
Tennessee Valley is fairly detailed and is then woven into a larger pattern. 
The authors are conscious of the role of the T.V.A. as a prototype in the 
broad sense, its virtues in this regard being not its particular form but rather 
its flexibility and organizational philosophy which together have permitted 
adaptation to meet the needs of the particular region which it serves. In 
common with many other works on the Authority, it is suggested that these 
virtues may be useful to other agencies serving other regions. What is unique 
to the work being reviewed is that it tries systematically to demonstrate, or 
at least to describe, the manner in which these distinctive qualities are utilized 
by the various organizational and operational divisions of the T.V.A. 

The degree to which the T.V.A. acts as a research center and as an in- 
novative institution for the region is also stressed. In all its subsidiary and 
in some of its major projects, the T.V.A. has either been an innovator or has 
tried to provide through research the impetus and information for innova- 
tion to private, cooperative, or other public agencies. Thus, the role of the 
T.V.A. in sowing the seeds of economic development is evident. Its effective- 
ness in this respect, however, has been due to its capacity to function effi- 
ciently internally and to elicit the help of the people and governments of the 
area. This, the reader is reminded, rests upon T.V.A.’s methods which em 
phasize cooperation. 

Less to the credit of the book is a degree of repetitiveness. The different 
chapters are largely self-contained and each author evidently felt the need 
of presenting substantial background material. Because of the close rela- 
tionship of the different T.V.A. programs, this results in restatements of sub- 
stantially the same information several times. Could this have been elimi- 
nated the readability of the book would have been enhanced. 

The most important criticism the reviewer has is the very limited number of 
footnote references and the lack of bibliography. There are only 27 footnotes in 
the entire volume, 13 of which are found in one chapter and only 7 of which 
follow the first quarter of the book. There are 9 references to works other 
than governmental publications, such as the Congressional Record, statutes, 
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and court records. And some of these 9 are simply citations of the sources of 
quotations found in the text. The significance of this criticism is found in 
the nature of the book itself. It does not exhaust the subject of T.V.A. op- 
eration and organization. It could not do so in such short space. For the 
reader with a serious interest in the T.V.A. the book alone is not sufficient 
to obtain an understanding of many of the T.V.A. programs, but it could 
have offered guidance beyond the textual material between its own covers. 
Aside from these criticisms the book has much merit. For a work fathered 
by so many, it is of surprisingly high and even quality. And its systematic 
survey of the various operations of the T.V.A. provides a rather detailed 
and comprehensive picture of the way in which the agency functions. 
C, Murpock 
University of Missouri 


Baking In America. Vol. 1, Economic Development. By Witiiam G. 
Pansciar. Vol. II, Market Organization and Competition. by CHARLES 
C. Stater. (Evanston: Northwestern University Press. 1956. Pp. xvi, 
261; xviii. 458.) 

In these two volumes Panschar and Slater analyze (respectively) the evo- 
lution and present-day economic structure of the American baking industry. 
The two subtitles, denoting as they do the essential division of labor, fail to 
connote the similarity in orientation, which is better expressed by applying 
Slater’s subtitle “Market Organization and Competition” to both volumes. 
This accords with the first major purpose stated by Panschar—‘‘to show 


how, why, and when the market structure and competitive pattern in the 
industry evolved.” His effort to fulfill this purpose focuses attention upon 
the major conditioning factors; in the main the two perpetual “givens” of 


” 


static analysis, “the state of the arts” and “consumer tastes and preferences. 
The development of baking technology (together with assimilation of an- 
other technological development, the motor truck) and the decline in home 
baking were the complementary, but not altogether coincident, conditioning 
factors which ultimately gave rise (after 1900) to an “incredible growth. . . 
that raised the industry to first place among food processors and made it 
a giant on the American industrial scene.” Panschar describes the implicit 
struggle for ascendancy among firms and the inevitable consolidation and 
merger phase. 

Panschar’s first purpose would have been better served had he shown less 
reluctance to assign relative importance to the major conditioning factors. 
The reader may glean an impression that the sine qua non of bakery growth 
was the housewife’s readiness to avert a formidable kitchen chore—that none 
but the most inept or languid of industries could have defaulted technologi- 
cally in the face of such opportunity. But the impression is weakened by the 
emphasis accorded other factors. That bakers did for their own industry 
“what Ford had done for the automobile industry,” I altogether doubt: that 
Ford did as much for the baking industry as did bakers I would rather con- 
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tend. But I think Panschar would share the same contention and that his 
otherwise careful evaluation is only slightly marred by the occasional inapt 
cliché. 

Panschar’s “second purpose was to get at the very heart of the process of 
economic change in the development of a modern industry.” The very heart 
of the process of economic change is not easily gotten at. At best, Panschar 
has savored one of the leaf-scales from this artichoke: the heart he has not 
encountered. 

The Slater volume belongs in the respectable company of studies of such 
industries as petroleum, rayon, and cigarettes, after which this analysis has 
been frankly modelled. The implications of market structure for the com- 
petitive process are sought by Slater, who then sets his empirical findings 
against these implications. His orientation in this assessment is toward “work- 
able competition,” rather than the more doctrinaire criteria, which he deems 
operationally limited. His conclusion that the baking industry is essentially 
competitive is offered as an interpretation rather than an empirical finding. 
But it is an interpretation which is sensibly argued and which receives im- 
pressive support from the data he has collected. His analyses of the relation 
between cost behavior and the competitive process and the relation between 
profit rates and various manifestations of the struggle for market position 
yield some interesting results. A marked inverse correlation between profit 
rates and promotion expenditures is perhaps the most significant of his 
statistical findings. 

The “vertical” competition to which both Panschar and Slater refer, and 
which emanates, so far as bakers are concerned, from chain stores, frozen 
food processors, and flour mills (with their prepared baking mixes) deserves 
the increasing attention which it is enjoying. The salutary effects of this 
phenomenon, whether it is better labeled “countervailing power” or “vertical” 
competition in particular manifestations, are scarcely open to question. Ac- 
cordingly, I have some misgivings about Slater’s otherwise impressive argu- 
ment that the baking industry is competitive when he calls attention to its 
demonstrated vulnerability to “vertical” competition. If vertical encroach- 
ment upon an industry, once it has become a fait accompli, is counted a 
contribution to the industry’s competitiveness; then surely vulnerability to 
such encroachment indicates some lack of competitiveness. The conceptual 
difficulty lies in the fact that once we abandon the one-dimensional (price) 
view of competition we are confronted by competition in several dimensions, 
including the “vertical.” Neither cross-elasticity and entry analysis, nor the 
more prosaic approach represented in these volumes, answers the questions 
which emerged when this particular floodgate was opened. But these books, 
especially the Slater volume, extend the area over which the issues are better 
delineated. 

Rocer W. Gray 

Food Research Institute 

Stanford University 
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Principles of Transportation. By FRANK H. MossMAN and Newton Morton: 
(New York: Ronald Press. 1957. Pp. vi, 510. $6.50.) 

This is a transportation text for the beginning student. It is also an ex- 
cellent reference work for the general economist interested in the history of 
transportation regulation. The first three sections deal with the economics 
of transportation, the history of transport development and regulation, and 
the theory and practice underlying the rate structures; the next two, with 
the internal organization of transport firms and selected current problems 
facing the carriers; the last section deals with current transport policy and 
contains the 1955 report of the Presidential Advisory Committee on Trans- 
portation Policy and Organization. 

The section on ‘nternal organization of the carriers is disappointing. The 
material is preserted through a discussion of the operating departments of 
a typical carrier. It gives little insight into the management problems facing 
either the growing or declining sectors of the industry. Presumably it replaces 
more familiar material on capitalization, financial structure, and rates of 
return, which was used in earlier texts to convey an idea of the internal 
problems the carriers faced. Whether this change of emphasis has been 
successful will be up to the users of the book to decide. If the student is 
already prepared in problems of corporation finance and problems of regula- 
tory valuation, this gap may not be serious. 

In line with current developments in the industry, the book places more 
emphasis on the history and problems of newer agencies of transportation 
than appears in earlier texts. There are very good sections on the regulatory 
problems posed by highway motor transport and on the legislative and 
administrative attempts to cope with these. However, these early chapters 
are marred by the reticence of the authors in giving their personal judgments. 
This is unfortunate. By letting the developments speak for themselves they 
frequently give the impression that changes which have occurred in regula- 
tory practice and law are both inevitable and desirable. They do not con- 
tradict this impression in later chapters on transport policy. 

Frequent quotations from both Congressional and Interstate Commerce 
Commission reports give the impression that consistency in applying regula- 
tion to road and rail transport is the most important consideration the 
legislator should have in mind. Thus, we are treated without serious criticism 
to the following statements quoted from various reports: 

Unrestrained competition is incompatible with the objective of co-ordina- 

tion under regulation and is not to be considered as a solution. (p. 77) 

Federal regulation of motor vehicles operating on the public highways 

in interstate commerce is desirable in the public interest. (p. 77) 

Motor truck operations threatened to change our transportation rate 

structure from the long-adhered-to principle of value-of-service to a cost- 

of-service principle. (p. 80) 


There is little question that an unregulated competitive motor transport 
industry would set charges conforming fairly closely to a cost-of-service basis. 
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Why such a result is undesirable is never made clear in this volume. The 
authors occasionally mention the national defense needs of the nation with- 
out ever indicating that such needs imply the maintenance of overcapacity 
in transport or the protection of rail traffic against cost-of-service pricing 
by the trucks. They do indicate that the public utility character of rail 
operation and the public subsidization of highway maintenance obligate the 
regulatory agency to protect the earning capacity of the rails. But does this 
necessarily imply the extension of regulation to competitive sectors of the 
economy? Is regulation the only method of limiting the scope of rail opera- 
tion to those commodities and distances which will pay the cost of rail 
operation and still find the rail more economical than the highway? 

The authors hint at one point (p. 432) that the regulation of trucks is 
necessary because the trucks would never survive a rate battle with the rails. 
Supposedly the rails can set rates below the cost-of-service to the trucks and 
still make a contribution to their indirect expenses. It is difficult to believe 
that the rails could do this on any substantial amount of the business pres- 
ently handled by trucks, or that they could operate profitably at a set oi 
rates which would drive the trucks out of business. In the past, the rails 
have had, and have ignored, the option of cutting rates on the traffic the 
trucks handled. They have chosen instead to seek higher rates on the traffic 
left to them. I emphasize this point because it seems to be the major weak- 
ness in the author’s presentation of a crucial problem, The entire problem 
of coordination has not yet been settled, The authors’ contribution here has 
been to provide a very thorough history of the problem with little guidance 
to the student as to where a proper solution might lie. 

I have picked ofit for comment one area of weakness in a large and 
thorough piece of work. My criticisms are not meant to detract from the 
high merit of this text. The chapters dealing with the history and develop- 
ment of regulation provide a real contribution for students of this subject. 

GrorcE H. Borts 

Brown University 


The Economics of Nuclear Power. Edited by J. Gufron, J. A. Lang, 
I. R. Maxwett, and J. R. Menke. (New York: McGraw-Hill. 1957. 
Pp. xii, 513. $17.00.) 

This book consists, except for five articles, of reprints of about 40 articles, 
or parts thereof, which were presented at the Geneva International Conference 
on the Peaceful Uses of Atomic Energy in August 1955. The more than 1,000 
articles presented at this conference were published by the United Nations 
last year in 16 volumes, at about $10.00 per volume. The extent of the 
reprint character of The Economics of Nuclear Power is not disclosed. Half 
to two-thirds of the book are writings generally interesting or useful to 
economists—-requirements and supply estimates, comparative costs, etc. The 
remainder consists of engineering articles concerned with the physics and 
chemistry of nuclear reactions, and articles concerned with public health 
problems from use of power reactors and radioactive materials. Some useful 
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Geneva economics articles—e.g., on individual country energy supply and 
demand—have been omitted. In addition some of the better Geneva economics 
articles have had their beginnings and/or ends cut off; I have not found the 
outcome of the major Procrustean surgery to be an improvement. Volume 1 
of the United Nations set (above), about 500 double-size pages, contains 
most of the original Geneva articles of interest to economists. In qualitative 
and quantitative terms it is an economic analysis performance significantly 
superior to the McGraw-Hill volume. 
Haro_p J. BARNETT 
Resources for the Future, Inc. 
Washington, D.C. 


Land Economics; Agricultural Economics; Economic 
Geography; Housing 


The Agricultural Commodity Programs: Two Decades of Experience. By 
Murray R. Benepicr and Oscar C. Stine. (New York: Twentieth 
Century Fund. 1956. Pp. xliii, 510. $5.00.) 

This is the third and last volume in a recent series of studies of agricultural 
policy principally by Professor Benedict under the auspices of the Twentieth 
Century Fund. It is a study of the price-influencing programs of the U.S. 
government, by principal crops and classes of livestock and livestock products, 
1933 to 1955, including ceilings as well as supports. This experience is 
analyzed in 11 chapters, with a considerable number of commodities handled 
together, evidently according to similarities in markets (wheat, rye and rice) ; 
interrelations between commodities—coarse grains (feed) and livestock; or 
similarities of price-influencing procedures used (butter, cheese, poultry and 
eggs). Six commodities are treated in separate chapters: cotton, tobacco, 
sugar, wool, potatoes and fluid milk. 

The treatment of each commodity is historical and stands by itself. Each 
account, generally speaking, gives a brief record of the legislative authority 
and administrative procedure relevant to that commodity, with a fairly de- 
tailed account of the ‘production, prices, relevant parity price levels, direct 
costs of the program, etc. This ‘is basically a record of what has been done 
a report of operations of the programs—and it is a record such as can be 
written only by people who know these operations from the “inside.” The 
volume draws heavily upon hundreds of technical analyses. The basic draft 
of three and one-half of the chapters was done by well-known economists 
other than the authors. Mr. Stine and his assistant are credited with the 
first draft in something more than half the chapters. 

Taken as a whole this is a massive study in contemporary economic his- 
tory, heavily weighted with quantitative reporting. There are 51 major 
textual tables, mostly analytical, showing such items as per cent of the total 
marketings covered by the program; proportion of grower income from gov- 
ernment payments; direct costs of the program, etc. In addition there are 
some 40 footnote tabulations. No charts were used. These characteristics 
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make the book slow reading, but the record is there—and a very complex 
record it is. 

Administrative procedures and innovations are discussed in considerable 
detail. The chapter on fluid milk gives a brief outline of the essentials of 
federal marketing orders; one-fourth of all fluid milk delivered to plants is 
delivered in the 58 federally regulated fluid-milk markets. The general issues 
in the defining of interstate commerce and the significance of sanitary regula- 
tions are noted. The introduction of minimum labor standards for sugar 
production in the Agricultural Adjustment Act is explained (p. 294 ff). The 
chapter on fruit and vegetables market agreements gives a good account of 
the nature of marketing agreements as well as tabulations of the 100 or more 
federal marketing agreements which have been instituted since 1933. The 
view taken is that very little is known about the actual consequence of these 
agreements, most of which have been fairly short lived. 

The book as a whole is factual reporting rather than evaluative. The 
interpretative and critical comments are presented largely in the context of 
discussions of operations. For example, regarding cotton, “If the objective 
was to stabilize prices and incomes, the greatest mistake in this period was 
in the program relating to the 1937 plantings” (p. 23). “Again the prospec- 
tive demand for eggs was not correctly appraised [1944]. There was some 
reduction in the amount of pork available and civilian egg consumption in- 
creased” (p. 271). The principal discussion of production payments vs. 
commodity buying as means of farm-income support is a part of the chapter 
on wool. A general summary is presented as a 43 page introductory chapter. 
But for general perspective on the whole subject of commodity price support 


programs, those not particularly familiar with agricultural programs will be 
well advised to read Chapters 10 and 11 of the second volume in this series, 
Can We Solve the Farm Problem? The three volumes in this series are 
closely interrelated. 


KENNETH H. PARSONS 
University of Wisconsin 


The Australian Wheat-Growing Industry, 1788-1948. By Epcars DuNsporrs. 
(Melbourne: University Press. New York: Cambridge University Press. 
1956. Pp. vii, 547. $10.00.) 

To economists interested in economic development, this account of the 
establishment and growth of the Australian wheat industry will be both 
fascinating and illuminating. It is a story of the development of the major 
agricultural sector of one of the world’s chief agricultural exporting countries 

a country transformed from a primitive, isolated, British penal colony 
into a great, free nation with a high level of living. In Professor Dunsdorfs’ 
book one finds a substantial record of the changing economic incentives and 
handicaps to agricultural development in Australia, of the stimulating and 
restrictive roles played by the several governments concerned, of the changes 
in farming techniques that took place, and of the remarkable agricultural- 
pastoral expansion that occurred over a century and a half. 

Dunsdorfs relies on two different methods of analysis—historical and 
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statistical. The results are not interwoven, but appear in separate sections 
of the study. Part I, which covers roughly two-thirds of the text, is a straight- 
forward, illuminating economic history of six successive stages of develop- 
ment, designated as: (1) foundations of the wheat industry, 1788-95; (2) 
establishment of a wheat market, 1793-1824; (3) insufficient expansion, 
1825-55; (4) the period of declining yield, 1855-95; (5) rapid expansion, 
1896-1930; ,and (6) “international domination” (impact of world depres- 
sion and war) and governmental intervention, 1930-48. 

In contrast, Part II deals with statistical trends and fluctuations of 
Australian wheat areas and yields, with correlations between area-yield 
changes and certain other factors (e.g., rainfall, area under fallow, prices), 
with calculations of the changing costs and values of wheat production, and 
with population changes in one of the chief wheat-growing regions (Victoria). 

Dunsdorfs is clearly at his best in the historical section. Part II contains 
many useful supporting tabulations and charts; but much of the statistical 
analysis will be appreciated only by those who put an excessive value on 
multiple correlations and higher-order trend and regression equations, as 
contrasted with simpler measures that would be equally or more appropriate. 
Any critical economist will be properly skeptical of some of the curvilinear 
regression lines that appear to be heavily influenced by a few extreme ob- 
servations not specifically investigated. Nor will he find illuminating the 
information that regression analysis shows that “rainfall is . . . the major 
factor in determining annual fluctuations of the yield” (p. 397), that “‘the 
rainfall of the wheat-growing season is more important than the rainfall of 
the entire year” (p. 397), and that increased fallowing and fertilizing have 
improved Australian wheat yields (pp. 368-74). These conclusions have been 
accepted as common knowledge for years, having been adequately demon- 
strated in earlier studies, often by simpler statistical techniques. 

On the other hand, several of Dunsdorfs’ more striking “statistical con- 
clusions” are open to serious question—e.g., the “finding” that Australian 
farmers reacted perversely to “low” wheat prices and normally to “high” 
prices by expanding their wheat sowings under both conditions. This gen- 
eralization rests on faulty economic concepts as well as on inappropriate 
statistical analysis—criticisms more fully developed elsewhere by the re- 
viewer with respect to a roughly similar Canadian analysis (Econ. Jour., 
June 1956, pp. 271-87). 

Despite these and other shortcomings, Dunsdorfs’ book is a worthy con- 
tribution to Australian economic history. Some of the historical interpreta- 
tions and policy recommendations will be challenged by careful historians and 
commodity experts, and economists will point out that a number of pertinent 
questions about Australian agricultural development have not been adequately 
discussed. This, however, would seem to be inevitable in view of the huge 
task of analysis undertaken by the author, a Latvian economic historian who 
first went to Australia in 1948. 

HeLen C, FARNSWORTH 

Food Research Institute 

Stanford University 
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L’évolution du revenu agricole. Les agriculteurs devant les exigences de la 
croissance économique et des luttes sociales. By Marc Lativ. Centre 
d'Etudes Economiques. Etudes et Mémoires, No. 29. (Paris: Armand 
Colin. 1956. Pp. xiv, 378.) 

This comparative study of historical changes in agricultural income and 
its determinants deals with a theme which has become familiar through the 
work of Colin Clark, E. M. Ojala, and T. W. Schultz. Latil’s description of 
the long-term decline in agricultural incomes in relation to total national 
income and of changes in farm population and per capita farm and nonfarm 
incomes focuses on France, the United States, and the United Kingdom, 
with briefer attention to other European countries and New Zealand, Aus- 
tralia, and Canada. It is an admirable piece of work which adds much to the 
earlier studies. The statistical series are carried to the early 1950’s (the 
data presented by Clark and Ojala rarely go beyond 1940); his account of 
the evolution of agricultural income in France is enriched by much new 
material; and the description of changes in the aggregates is supplemented 
with information concerning trends in the components—wages, rent, and 
incomes of farm operators—and an indication of the inequalities in incomes 
received by “large,” “small,” and “medium” operators. 

Latil’s prime objective is to throw light on France’s agricultural problem. 
He is convinced that the policies of protection and price support as pursued 
in France have been seriously in error and have contributed to the economic 
stagnation and inflation which have plagued France in the present century. 
His vigorous and readable style, and the care with which he defines his 
terms, make this book accessible to the interested layman as well as the 
professional economist. Detailed discussion of technical problems—notably 
some of the definitional and measurement problems of national income ac- 
counting in the agricultural sector—has been relegated to appendices. Import- 
ant limitations and qualifications of the data are noted, however, and indeed 
the book is outstanding for the author’s “feel” for the statistical material 
presented. It is to be regretted that the treatment of the terms of trade 
between agriculture and nonagriculture in relation to differences in market 
structure and monopoly power was not pursued more rigorously. 

Viewing the agricultural problem in terms of the ineluctable decline in 
the share of national income going to agriculture, he stresses movement of 
population out of agriculture as a necessary though not sufficient condition 
for satisfactory incomes for those remaining. In France farm price supports 
have contributed little toward solution of the fundamental problem and have 
in effect been ‘‘a tax which bears most heavily on the poor and primarily for 
the benefit of the rich” (p. 297). Latil notes several features of agricultural 
policy as pursued in the United Kingdom which he considers superior in 
terms of “social justice as well as efficiency” (p. 302). But he suggests that 
agricultural policies of protection and price support have had much the 
same pernicious effects in France and in the United States. It seems worth 
while to recall, however, that interventions on behalf of agriculture in the 
United States prior to 1929 were largely confined to public support of 
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agricultural education, research, and extension activities which served to 
widen “access to progress.” Latil argues persuasively that the plight of small 
and medium French farmers stems largely from lack of education, credit, 
and knowledge of improved methods which has meant denial of this “access 
to progress.” While public support in these lines has been much more sub- 
stantial in this country than in France, Latil is of course right in pointing out 
that large numbers of farmers in the United States, particularly in the South, 
have been similarly by-passed in the nation’s economic advance. 

Latil seems to suggest that the penchant for protection which has charac- 
terized both farm and industrial interests in France has been mutually rein- 
forcing and has aggravated the problems faced by French farmers—apart, 
that is, from a limited number of large farmers who have been able to 
modernize and to profit nicely thanks to relatively large output, low costs, 
and prices propped up by government action ostensibly taken because of the 
plight of the small farmer. This is part of his treatment of the struggles 
between social groups—agriculture and industry, small and large farmers, 
etc.—which have influenced the shares of national income accruing to each. 
This effort by Latil to analyze the strategies and pressures of social groups 
to increase their incomes by influencing market conditions and government 
action is an application of the approach of Jean Marchal. (See “The Con- 
struction of a New Theory of Profit,” Am. Econ. Rev., Sept. 1951, pp. 
549-65.) Latil’s book contains a number of interesting hypotheses which do 
not lend themselves to brief résumé— one of many reasons for hoping that it 
may be published in English translation. 

Bruce JOHNSTON 

Food Research Institute 

Stanford University 


Capital Formation in Residential Real Estate. By Leo Gresier, Davin M. 
BLANK and Louis WINNICK. (Princeton: Princeton University Press, 
for National Bureau of Economic Research. 1956. Pp. xxx, 519. $10.00.) 

The: National Bureau of Economic Research has earned, deservedly, a 
reputation for objective and scholarly research. The Grebler-Blank-Winnick 
study carries on this fine tradition. But it adds one rarer quality, not always 
to be found in a multi-authored work: It is lucid, well written, and devoid 
of unnecessary jargon. The authors not only know how to present their find- 
ings in well organized chapters, but their literary style is of a high order. 

The emphasis of this study is on secular trends and long-term cycles. Its 
purpose is to extract from the past judgments which may be helpful in 
gauging the long-term outlook for residential real estate. Part I deals with 
the strategic factors affecting the formation of real capital in residential con- 
struction. Part II analyzes the changing composition of the sources and uses 
of capital funds in this field. Part III draws some conclusions as to the 
implications for the future. The text is followed by a 200-page compilation 
of statistics, some original, some secondary, together with a discussion of the 
derivation and limitations of these data. No doubt many economists hence 
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forth will consult this appendix as a source of statistics needed in their own 
research. 

The study gives emphasis to the lack of reliable construction statistics. 
For example, we have only the roughest estimates, by decades, of the number 
of dwelling units added by conversion and the number destroyed through 
demolition or disaster. Yet in analyzing the housing market, such statistics 
are essential. Relatively few questions in the area of housing can, in fact, be 
answered with a high degree of confidence. No one recognizes this fact more 
than the present authors. Despite the data limitations, however, the authors 
manage to draw meaningful conclusions by carefully weaving together a 
great variety of statistical evidence. In some instances, they had to postulate 
rather heroic assumptions in order to make problems amenable to solution. 
For example, none of the available series on total mortgage loans distinguish 
between funds used for new construction and funds used for refinancing.’ The 
authors therefore had to work up their own estimates, based upon indirect 
and highly fragmentary evidence. At another point, in discussing interest 
rates, the authors found themselves handicapped by lack of a series reflecting 
mortgage loan yields. As a result, they had to rely upon contract rates—or 
rates stipulated in the mortgage loan contract-—-without taking into account 
any premiums paid or discounts allowed. The difference between true 
mortgage loan yields and contract rates can, at times, be quite considerable. 
The authors of this study take great pains in pointing out the statistical 
limitations of the data and the necessarily tenuous nature of any conclusions 
based upon them. But will other investigators, relying upon the invaluable 
statistical compilations in this book, and the prestige of the National Bureau, 
be equally cautious in drawing their conclusions? 

Outstanding among the many findings of this study is the conclusion that 
housing represents a sharply shrinking sector of the national economy. In 
terms of real dollars, the percentage of our total output devoted to home 
building (more accurately, the ratio derived from five-year moving averages 
of gross capital formation to GNP) has fallen from 8 per cent around 1890 
to 3 per cent today. Moreover, the study notes that over this long period 
residential construction has become a much smaller proportion of total 
capital investment. Of every $100 invested in new capital assets in the 1890's, 
roughly $30 went into residential real estate, but by the mid ’twenties the 
figure was down to $25, and in the early 1950’s to a mere $15. 

Grebler, Blank, and Winnick are never content to dazzle the reader with 
their display of statistics. They seek to go behind the figures, to explain, to 
find basic causes. In accounting for the declining importance of housing, they 
note that while the number of nonfarm households has been rising at a fast 
pace, the rate of growth has been slowing since the turn of the century. In 
addition, there has been a persistent decline in the amount of real capital 
invested per new dwelling unit—a long-term development which seems to 
have escaped the attention of previous investigators. The average expenditure 


*This was true at least until the publication of some new, albeit rough estimates in the 
Fed. Res. Bull., Apr. 1957, XLITI, 368 
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per unit, measured in real dollars, declined by one-third during the past sixty 
years. The authors maintain that in a rapidly developing economy the con- 
sumer is constantly confronted by an increasing number of goods and services 
competing for his income. In the United States the family housing budget 
has had to make way for such luxuries as automobiles, freezers, washing 
machines, vacations, and recreation.? The evidence indicates that despite 
substantial boosts in income, consumers allocated roughly the same number 
of real dollars to housing in the 1950’s as they did in the 1890's. 

In a book of this length, some shortcomings are almost inevitable. This 
reviewer was bothered by the tendency of Grebler, Blank, and Winnick to 
emphasize the long-run relationship between new dwelling units and the 
increment in households, when the two are equal by definition, (except for 
conversions, demolitions, and changing vacancies).* Over-all, however, the 
authors have displayed a high order of craftsmanship in a field where statis- 
tics are woefully inadequate. 

The jacket of this book represents the volume as “a work that economists, 
bankers, life insurance officials, realtors, and many others will find richly 
informative.” For once, the blurb does not exaggerate. 

C. Freunp 

Prudential Insurance Co. of America 

New York University 

?On this point, cf. “Winnick’s Case for a Changing Attitude Toward Housing,” and 
“Reply,” Quart. Jour. Econ., May 1956, LXX, 314-23. 

"A household is defined as a group of persons who occupy a dwelling unit. 


Labor Economics 


Trade Unions, By Eric L. Wicttam. (New York: Oxford University Press. 
1956. Pp. 277. $1.20.) 

As one of the titles in The Home University Library, Trade Unions is 
designed to introduce to the general reader all of the important areas of 
knowledge about its subject. Accordingly, Mr. Wigham has organized his 
material under seven chapter headings; “Trade Unions Today,” in which 
some paradoxes are set forth; “Trade Unions and Their History”; “Trade 
Unions and Their Members,” a survey of union government, structure (in- 
cluding industrial federations of national or localized unions and the Trades 
Union Congress), and nonbargaining activities; “Trade Unions and Indus- 
try,” dealing with collective bargaining, compulsory arbitration, strikes 
(unauthorized as well as sanctioned), nationalization, and joint consultation; 
“Trade Unions and the State,” including the relationship of the trade unions 
to the major political parties; “Trade Unions and the World,” a cursory 
chronicle of the rise and fall of the various international labor bodies and the 
least satisfactory chapter in the book; and “Trade Unions and the Future,”’ 
at the end of which it is suggested that “it may be that we are now in one 
of those periods of gestation, like those which preceded the new model unions 
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of 1851, and the new unionism of 1889, which will be followed by the birth 
of yet another unionism.” 

The recent history of the British labor movement is strongly reminiscent 
of the sentimental tale of the self-made businessman to whom success failed 
to bring happiness, with which our grandparents were beguiled in olden 
times. By the end of the second world war, British unions had achieved their 
major historic goals: the task of organization was virtually completed; 
industry-wide bargaining was widespread; full employment was secured and 
underwritten by public authority. The achievement of industry-wide bargain- 
ing, however, was accompanied by partial atrophy of the local union, or 
branch, since such essentially local matters as promotion, hiring, and dis- 
charge had been subordinated to “national” issues like general wage levels 
and hours of work; as a result, grievance machinery, which couples the shop 
stewards to the locals and the latter to the nationals was not articulated to 
nearly the same extent in Britain as it was in this country, And while the 
existence of full employment greatly strengthened the bargaining power of 
the unions, it also made it difficult for them to use their newly won power 
to the fullest, for out of the combination of full employment and collective 
bargaining emerged the menace of inflation in an open and weakened econ- 
omy. But when the top leadership of the Trades Union Congress responded 
to a Labour Government’s appeal for “wage restraint,” the rank-and-file 
failed to appreciate the prospect of defeat being snatched from the jaws of 
victory; as a result, serious cleavages developed within the trade-union move- 
ment. They occurred in the first instance at the level of the work place, 
where the membership responded apathetically to the appeals of their 
branches but frequently followed their rather independent shop stewards out 
on unauthorized strikes. This helped persuade the national leadership to 
abandon restraint and thus opened a new cleavage higher up in the hierarchy 
between the national unions and the General Council of the T.U.C. The 
latter also was finally obliged to give way after having been defeated on the 
issue at the 1950 Congress, Had the Labour Party remained in power, a 
final fission—between the political and the trade-union wings of the labor 
movement-—-would have been inevitable. In theory, perhaps, no such conflict 
was necessary, for it had been contemplated that, as socialism and unionism 
each developed within the community, the unions would become transformed 
into “responsible” agents of industrial managements. But actually nationaliza- 
tion and joint consultative schemes failed to induce the unionists to change 
their spots—indeed, they have even been unwilling to surrender restrictive 
work rules in a climate of full employment—-and Wigham opines that “It 
looks at the time of writing (1956) as if in the end they will change the 
Labour Party into a conservative party .. . or they will break with it. There 
is no sign that they are now prepared to accept their own transformation.” 

These and other issues which the author considers (although in somewhat 
different form from the above) have of course been analyzed by others who 
have contributed to the postwar generation’s impressive body of literature on 
British industrial relations. However, Wigham, who is the labor correspondent 
of The Times of London, appears to approach certain problems, if with the 
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same sympathy as, with somewhat greater detachment than some of his 
academic colleagues who are themselves connected with the British labor 
movement and who, although no less objective, are apt to confront the same 
issues in somewhat more gingerly fashion. Thus our author suggests that the 
universally deplored phenomenon of member apathy might not be unrelated 
to compulsory union membership established through collective bargaining 
(which the British, who can keep a straight face as well as a stiff upper lip, 
regard as quite compatible with their cherished principle of “voluntary 
organization”). Yet he adds, “That kind of compulsion did not begin with 
the trade unions and is not confined to them.” Again, while he joins other 
writers in stressing the conscious attempt of unionists to ensure democratic 
government by vesting authority to make policy in “lay” executive bodies, 
Wigham stresses the limitations of such institutions and points to the 
de facto authority not infrequently wielded by appointive full-time officers. 

With respect to jurisdictional disputes, he comments on the high degree 
of voluntary acceptance of decisions handed down by committees set up by 
the General Council of the T.U.C.; on the other hand, he observes that, 
when the General Council suspended a little “breakaway” stevedores’ union 
and ordered its members returned to the Transport and General Workers’ 
Union, “No attempt was made to try and meet the wishes of the men con- 
cerned.” The practice of block voting within the T.U.C. is not criticized by 
Wigham, although he notes that, on certain occasions, it has served to con- 
centrate decisive authority in the hands of the leaders of the two general 
workers’ unions and the miners. He does criticize the system whereby candi- 
dates for membership on the General Council of the Congress, while nom- 
inated only by unions within their respective industrial groups, are elected 
by the entire Congress; this system, he argues, furthers dominance by the 
large unions. However, he fails to point out that it was intended to prevent 
the smaller organizations within any group from being excluded from any 
representation at all by their larger neighbors. Finally, while taking due 
notice of the remarkable degree of independence which has characterized the 
relationship existing between the T.U.C. and the Labour Party, he emphasizes 
certain ties that bind and he even makes a delicate allusion to the cash 
nexus: 


.. . No union pretends to have the right to dictate the course of action 
to be taken in Parliament by its sponsored members—which would be 
regarded as constitutionally undesirable. Mr. Aneurin Bevan is sponsored 
by the miners. Nevertheless, it is possible some of them are influenced by 
the knowledge that they depend on the financial support of their unions. 


I have tried to indicate that if Wigham is, in places, more unhesitatingly 
critical of British unionism than some other writers, his criticism always 
reflects a sympathetic awareness of the democratic objectives of the move- 
ment and of the goodwill of the men who fashioned its institutions and who 
are attempting to adapt them to altered and difficult circumstances. Certainly 
his criticism lacks entirely the harsh impatience of some critics of British 
unionism on the doctrinaire left, who have tended to regard deviations by 
others from certain high standards as personal betrayal. One would do well 
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to take to heart Dr. Johnson’s remark: “As I know more of mankind I 
expect less of them, and am ready now to call a man a good man, upon 
easier terms than I was formerly.” 

Lioyp ULMAN 


University of Minnesota 


The Labor Policy of the Free Society. By Sytvester Petro. (New York: 
Ronald Press. 1957, Pp. x, 339. $5.00.) 

The point of view of this book in essence is that of von Mises, to whom 
tribute is paid and who is frequently cited. Part I describes the free society 
as one in which “all persons shall have a right to act largely as they wish” 
and in which “property and contract rights are preserved largely intact.” 
Positive action by the state then always reduces net social freedom and 
productivity. Rather surprisingly a place is found for trade unions and 
collective bargaining among the free institutions of this society, but they may 
not invade the property rights of others or engage in coercion. American 
unions in fact are said to have combined “poor performance and coercive 
practices.” Despite sympathy for comments on the relations of individual 
freedom and welfare, the economist reader misses recognition of the ways in 
which the modern economy differs from the society of free competition which 
the author envisages and idealizes. 

Part II gives a documented analysis of the development of the common 
law from the point of view of the principle of “employee free choice,” which 
is held “the most satisfactory practical expedient” for reconciling antagonism 
to arbitrary power with sympathy for the individual worker and faith in 
collective bargaining. The common law is interpreted as in the main having 
properly applied free-market principles, protecting rights of workers and 
employers, but not the right to use force or fraud against others. The Norris- 
LaGuardia and Wagner Acts are held to have been interested in eliminating 
employer opposition to unions, but not basically in preserving free choice, 
and to have left strong unions with all the arms, while leaving employers, 
employees and independent unions defenseless against coercive activities. 
The Taft-Hartley Act is said to be actually concerned with free choice of 
employees, although its administration has not clearly held to this principle. 
The analysis assumes that coercion by employers has been effectively prose- 
cuted, while this is not true of coercion by unions. 

Although there is serious and valuable analysis of some real problems 
involving coercive activities by unions, the discussion is marred by extreme 
and unsupportable statements as to the intent and administration of the 
labor legislation. Nevertheless, the objective of preserving free choice of 
employees and freedom of collective bargaining should be the basis of 
national labor policy, and the author’s proposals deserve careful consideration. 
He proposes (1) outlawing organizational picketing, compulsory unionism, 
and coercive secondary action, but preserving the right to strike; (2) con- 
tinuing the prohibition of coercion by employers, but permitting them to 
offer benefits directly to employees during organization activity; (3) per- 
mitting small groups to form separate units, with the right of appeal to the 
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courts on representation matters; (4) leaving collective bargaining to the 
free market, without interference by either employer or union, i.e., by picket- 
ing in numbers, black-listing, or boycotts against “struck work”; and by 
eliminating “political pressure” through the “bargaining in good faith” rules 
or intervention in industry-wide strikes, save for cooling-off periods. This 
structure has considerable logical merit. Practically, however, it seems cal- 
culated to promote continuing conflict over organization, although eliminating 
some unjustifiable types of pressure. What is needed is effective prevention of 
coercion by employers, and a more discriminating analysis of the types of 
union action which should be stopped in order to ensure free choice to em- 
ployees. “Compulsory unionism,” for example, might better be left to decision 
by employers and freely chosen unions, while compulsion in obtaining union 
recognition or closed-shop contracts, or arbitrary exclusion from a union, 
should be outlawed. The author’s aim to free collective bargaining from any 
interference with the free market presents difficulties, since by definition col- 
lective bargaining or a peaceful strike involves such interference. 

The final chapter attacks the administrative process as ineffective and 
inadequate in protection of rights. The remedy proposed is to repeal the 
Norris-LaGuardia Act, abolish the National Labor Relations Board as a 
judicial agency, give the federal courts full jurisdiction in law and equity in 
this field, and give state courts clear authority to participate in enforcement 
of national labor policy. The argument rests on the belief that “a detailed, 
coherent code of substantive law for labor relations exists already in large 
measure and can be realized in full with no trouble.” 

Few informed persons can be satisfied with either the substance or the 
administration of national labor policy at present. This book lacks the 
balanced appraisal needed for a solution of these difficult problems in the 
interests of individuals and of mature, free collective bargaining. In the 
limited field of union coercion, however, it raises very real problems which 
need solution, although some of the proposals are highly questionable, It 
seems to the reviewer that a simpler law could more effectively outlaw 
unreasonable economic pressure as well as physical coercion, allow more scope 
for state action in harmony with federal policy, reduce the extent of undesir- 
able political intervention in collective bargaining, and simplify and improve 
administration, without the doubtful expedient of turning the job over to 
the courts. 


Emiry CLark Brown 


Vassar College 


Population; Welfare Programs; Standards of Living 


Must Men Starve? The Malthusian Controversy. By Jacon Osrr. (New 
York: Abelard-Schuman Ltd. 1957. Pp. 331. $4.50.) 
Professor Oser begins his book with a somewhat unusual, though effectively 
documented, restatement of Malthus’ pronouncements. He pictures Malthus 
as insisting on the need for maintaining the struggle between increasing 
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population and less rapidly increasing food supply because otherwise the 
working population would get soft and lazy and decline to work (presumably 
to the discomfiture of the elite, nonworking population). He even quotes 
Malthus’ arguments against the poor laws and private charity as interfering 
with the proper function of food-scarcity as a stimulus to work. And he 
chides the neo-Malthusians for putting their whole stress on the reduction of 
the birth rate, while overlooking the fact that much of the world’s present 
poverty and hunger result from faulty social relations and faulty economic 
and political institutions. 

After his opening comments on Malthus and his present-day disciples, 
the author devotes most of his book to specific reasons why there is hunger 
and poverty in so large a part of the world today. Several of his most im- 
portant contributions to the problem are summarized in a single paragraph 
(p. 67), as follows: 


Unemployment is a cause of poverty. Destruction of food and output 
restrictions are causes of hunger. The fear of goods restricts the maxi- 
mum utilization of world resources through international trade. The 
lack of industrialization reduces the ability of underdeveloped countries 
to pay for agricultural imports. There is a tendency to reduce consump- 
tion through price-raising measures. Certain barriers to increased con- 
sumption interfere with increased production. The quest for national 
security impoverishes mankind. These are not the only causes of the 
world’s poverty and hunger, but they are important causes. And none 
of them can be ascribed to any malevolent law of nature, or to man’s 
indiscreet rate of reproduction. 


Elsewhere (p. 60) he explains the “fear of goods” which is characteristic 
of modern mercantile and industrialism, as follows: 

Not the consumer interest, but the producer interest, occupies the 

centre of the stage. Goods are destroyed or dumped on foreign markets, 

and their output is restricted in order to keep prices up. In modern 

times, imports rather than exports are taxed, and exports are frequently 

subsidized. 


Large surpluses of food are now produced in some countries, even in some 
of the underdeveloped countries; but there is no means whereby the hungry 
populations of the less fortunate countries (or even of the same countries) 
can obtain this food, since they have neither money with which to buy it nor 
acceptable nonfood goods to exchange for it. This perhaps is the most 
fundamental of the urgently immediate problems that stand in the way of 
making the hungry millions less hungry. 

There is relatively little on the limits of natural resources, except for 
water, the conservation of which Oser considers even more important than 
the conservation of the soil (p. 83). Particularly significant is his comment on 
the natural run-off—the water which flows down the rivers to the sea—as 
taking away or “wasting” the larger part of the water that falls in the form of 


rain. 
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commercial policies, stressing the effect of these factors on the level of living, 
especially of those population groups whose level of living is unsatisfactory. 
This includes extensive comment on the color situation in parts of Africa- 
with, happily, no reference to historic relations between the white colonists 
and the red Indians in North America. Then there are two excellent con- 
ventional chapters on the methods by which food supplies are currently 
being increased and could be much further increased. 

An interesting section is one headed “The Myth of the Family Farm” 
(p. 142), in which Oser sets forth the economic disadvantages of the farm 
small enough to be operated by the farmer and his family. And O. E. Baker 
is no longer with us, to list offsetting social or personal advantages! 

The final chapter is devoted to Puerto Rico as a small-scale demonstration 
of the working out of Malthusian relationships. The description of the situa- 
tion in this island, with its poverty and its government-supported advance in 
industrialization, is effective, though in a few cases the author has accepted 
specific small-scale results or conditions as general. Puerto Rico is not, how- 
ever, a typical case, since it has a number of special characteristics, among 
which are a heavy emigration to the mainland each year and a large annual 
subsidy to its economy in various forms from the United States government. 

There are spots here and there in the book where the statements seem 
overdrawn or not quite realistic or convincing. or example, the method of 
computing corporate profit as a percentage of the (often very early) initial 
investment, in Chapter 9; or some of the statistics of war losses, in Chapter 4. 

One difficulty in evaluating past changes, as one must do in order to 
project future changes or to offer advice for the future, grows out of the 
fact that within the past two centuries a major part of the world has passed 
into a price or market economy—into a system where price is more important 
than productivity. Most of the current discussions of the population problem 
rest largely on the assumption that productivity is the one thing needed. 
Oser’s book, though it does not cover all phases of the situation, offers a 
major contribution to a more up-to-date point of view. 

LEON FE. TRUESDELL 

Washington, D.C. 


Demographic Analysis: Selected Readings. Edited by Joseru J. SPENGLER 
and Otis Duptey Duncan, (Glencoe, Ill.: Free Press. 1957. Pp. xiii, 
819. $9.50.) 

This volume contains a collection of reprints of more than sixty articles 
originally published in some thirty different periodicals and compendia, 
mostly during the last ten years. The articles are classified under seven head- 
ings: I. Past and Prospective Growth and Distribution of World Population; 
II. Mortality; III. Fertility, Nuptiality, and Replacement; IV. International 
Distribution of Population and Migration; V. Internal Distribution and 
Migration; VI. Population Composition and Utilization of Human Resources; 
VII. Selected Regional Studies. The last heading needs some explanation; the 
items presented under it are studies of population trends and their economic 
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and social implications in 11 countries (France, Italy, Germany, USSR, 
Brazil, Puerto Rico, Egypt, China, Japan, Indonesia, and Burma) and 2 
world regions (Africa and Southeast Asia.) Articles are drawn primarily 
from American sources but also from some international publications and 
two foreign journals: Population Studies and the Canadian Journal of Eco- 
nomics and Political Science. A well-selected bibliography of additional 
articles (and also books in the case of heading VII above) is included. 

Another such selection of readings, Population Theory and Policy, has 
been compiled by the same editors and issued by the same publisher. The 
publication under review differs from the other in that articles are selected 
to exemplify the analytical use of demographic data for investigating specific 
questions rather than attempts to formulate theory or prescribe action. Few 
of the articles included are primarily methodological but they illustrate 
the application of analytical methods as well as the objects and results of 
demographic analysis. 

Both Demographic Analysis and Population Theory and Policy are in- 
tended primarily as teaching aids. The reviewer surmises that they will 
appeal to many teachers of courses on demography and population problems 
as convenient sources of collateral readings in conjunction with standard 
textbooks. Many a research worker in this field will also appreciate the 
convenience of having these articles collected from so many different sources, 
some of which he could not easily get otherwise. Journal literature relating 
to demography is especially fugitive because there is no American journal 
specialized in demography and articles in this field appear in a wide variety 
of periodicals. The book under review includes selections from journals in 
economics, sociology, statistics, geography, biology, eugenics, public health, 
education, labor, and law. 

It is difficult to criticize the editors’ choice of items to be included. Among 
the most important contributions on the topics listed, possibly a dozen 
different selections could have been made with equal pertinence to the pur- 
pose of the volume. However, one chapter of demographic analysis appears 
to this reviewer to have been somewhat neglected, namely, the study of inter- 
relationships of mortality, fertility, migration, and population growth and 
structure. This topic is touched upon in several of the articles, but no 
example is given of works which deal primarily with the various relationships 
involved. 

One detail of the form of presentation deserves an adverse comment. The 
reader who wishes to know the date and place of original publication of any 
of the items reprinted here can only find them by searching through a long 
list of “Acknowledgements” at the beginning of the book, where the items 
are not arranged in any order that is helpful for this purpose. It would have 
been a great convenience if the citation had been given at the head of each 
article. 

Joun D. Durand 

United Nations, 

Vew York 
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“In the spring of 1802 Horner was one of a group of young Scots, who with Sydney 

Smith, an English clergyman . . . planned the Edinburgh Review. The first issue ap- 

peared in October 1802, and of the twenty-nine articles Horner contributed four .. . 
“Horner’s connection with the Edinburgh Review was only a small part of a full life. 

From December 1806 until his death he was, except for a few months, a member of 

Parliament .. . 

“Horner’s leadership in bringing the currency question before Parliament in 1810, 
which led to the Report of the Bullion Committee, of which he was a co-author, and to 
the debate on that Report, was his most famous Parliamentary action. This, however, 
was only one aspect of ten years of Parliamentary activity in which he was a vigorous 
spokesman for correction of the abuses of the judicial system, softening of the severities 
of the penal code, elimination of sinecures of church and state, greater educational op- 
portunities, removal of the disabilities on Catholics, more equitable treatment for Ireland, 
a defence of the rights of Scotland and of the Church of Scotland, and elimination of 
the slave trade. Horner was a supporter of the market, and of noninterference of govern- 
ment, aS a means of getting rid of the abuses of privilege and of encouraging the better 
utilization of the nation’s productive powers. His faith in political economy was, how- 
ever, always tempered by a belief in a national interest that might transcend the im- 
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An attractively designed, generously illus’ ‘ted, and interestingly written elementary 
text, likely to be useful primarily at the sec ary level. 
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and G. Augot. Biblioth. sci. écon. (Paris: Presses Univ. de France. 1957. Vol. II, pt. 1, 
pp. 196; pt. 2, pp. 200. 960 fr.; 960 fr.) 

Arnot, E. Theoretische Grundlagen der Lohnpolitik. (Tiibingen: J. C. B. Mohr (Paul 
Siebeck). 1957. Pp. xi, 295. DM 24,60; paper, DM 21,—.) 

Busnaw, D. W. ano Crower, R. W. Introduction to mathematical economics. (Home- 
wood, IIll.: Irwin. 1957. Pp. xii, 345. $7.) 

Ciark, J. B. The distribution of wealth—a theory of wages, interest and profits. Reprints 
of econ. classics ser. (New York: Kelley & Millman. 1956. Pp. xxviii, 445. $8.50.) 

Domar, E. D. Essays in the theory of economic growth. (New York: Oxford Univ. Press 
1957. Pp. ix, 272. $4.50.) 

Dunpny, L. M. Simon Newcomb—his contribution to economic thought. Catholic Univ 
of America, Stud. in econ., Ph.D. dissertation abstract ser. no. 14. (Washington: Catholic 
Univ. of America Press. 1956. Pp. viii, 32. 50¢.) 

FriuepMan, M. A theory of the consumption function. Gen. ser. no. 63. (Princeton: 
Princeton Univ. Press, for Nat. Bur. Econ. Research. 1957. $4.75.) 

Graarr, J. peV. Theoretical welfare economics. (New York: Cambridge Univ. Press 
1957. Pp. x, 178. $4.) 

Grancer, G.-G. La mathématique sociale du Marquis de Condorcet. Biblioth. philos 
contemporaine ser. (Paris: Presses Univ. de France. 1956. Pp. viii, 180. 660 fr.) 

Littiz, I. M. D. A critique of welfare economics. 2nd ed. (New York: Oxford Univ 
Press. 1957. Pp. vi, 302. $4.80.) 

Maywnarp, G. The control of inflation. Research ser. no. 187. (London: Fabian Soc. 
1957. Pp. 32. 2s.) 

Morice, J. La demande d’automobiles en France. (Paris: A. Colin. 1957. Pp. 234. 1.800 fr.) 

PAAKKANEN, J. Hintateorian realismi ja yritysten hintapddtékset. (The realism of price 
theory and the price decision of the firm.) Wit! English summary. (Helsinki: Helsinki 
Research Inst. for Bus. Econ., Helsinki School of Econ. 1957. Pp. 135.) 

Pietrre, A. Marx et Marxisme. (Paris: Presses Univ. de France. 1957. Pp. viii, 22% 
720 fr.) 
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Rosenzweic, J. E. The demand for aluminum—a case study in long-range forecasting. 
Bus. stud. no. 10. (Urbana: Bur. Econ. and Bus. Research, Univ. of Illinois. 1957. 
Pp. 67. $1.) 

Sr. Cratr, O. A key to Ricardo. (New York: Kelley & Millman. 1957. Pp. xxv, 364. $6.) 

Scnuttz, H. The theory and measurement of demand. (Chicago: Univ. of Chicago Press. 
1957. Pp. xxix, 817. $12.50.) 

This is a reprinting of the 1938 edition 

Sutetps, Sister M. S. Some Irish contributions to the history of economics. Catholic 
Univ. of America, Stud. in econ., Ph.D. dissertation abstract ser. no. 13. (Washington: 
Catholic Univ. of America Press. 1955. Pp. xv, 45. 75¢.) 

Weser, A. Theory of the location of industries. Transl. from the German with an intro 
duction and notes by C. J. Friedrich. (Chicago: Univ. of Chicago Press. London: 
Cambridge Univ. Press. Toronto: Univ. of Toronto Press. 1957. Pp. xxxiii, 256. $5.) 


Economic History; Economic Development; National Economies 


Avpis, J. P. The Crawshay dynasty—a study in imdustrial organization and development, 
1765-1867. (Cardiif: Univ. of Wales Press. 1957. Pp. xiv, 184. 12s 6d.) 

“This monograph is an attempt to trace, over a period of a hundred years, the rise 
and relative decline of the Crawshays, one of the greatest iron firms of the last century.” 
(From the preface.) 

Acuet, J.-P. Contribution ad Vétude du mouvement ouvrier frangais~ les Gréves sous la 
Monarchie de juillet (1830-1847). Coll. Etud. d’hist. écon., pol. et soc. no. 9. (Paris: 
Droz. 1957. Pp. 442. 2.600 fr.) 

Atten, G. C. anp Donnitorne, A. G. Western enterprise in Indonesia and Malaya 
a study in economic development. (New York: Macmillan, in coop. with Inst. of 
Pacific Relations. 1957. Pp. 321. $5.75.) 

Baran, P. A. The political economy of growth. (New York: Monthly Review Press 
1957. Pp. ix, 308. $5.) 

Cuampers, J. D.:The Vale of Trent 1670-1800—a regional study of economic change 
Econ. Hist. Rev. suppl. no. 3. (New York: Cambridge Univ. Press, for Econ. Hist. Soc. 
1957. Pp. 63. $1.75.) 

Cuarvonnet, J. Une oeuvre nécessaire—l’industrialisation de l'Afrique. Inst. Univ. des 
Hautes Etud. Internat. pub. no. 26. (Paris: Droz. 1957. Pp. 128. 800 fr.) 

Croves, S. B. The rise and fall of civilization—an inquiry into the relationship between 
economic development and civilization. (New York: Columbia Univ. Press. 1957. Pp. xi, 
291. $4.75.) 

This is a‘second printing of a volume originally published in 1951. 

Core, G. D. H. The post-war condition of Britain. (London: Routledge & Kegan Paul 
1956. Pp. xix, 483. 40s.) 

Datta, A. Essays on economic development. (Calcutta: Bookland Private. 1957. Pp. iii, 
148. Rs 5/.-.) 

Epwaros, R. D. anv WittiaMs, T. D., ed. The great famine—studies in Irish history 1845- 
2. (New York: New York Univ. Press. 1957. Pp. xvi, 517. $6.) 

Farmer, B. H. Pioneer peasant colonization in Ceylon—a study in Asian agrarian problems 
(New York: Oxford Univ. Press, for Royal Inst. of Internat. Affairs. 1957. Pp xxvii, 
387. $8.80.) 

Fr.-Currovsky, N. L. The economic factors in the growth of Russia. (New York: Philo- 
sophical Lib. 1957. Pp. xv, 178. $3.75.) 

The author is concerned with “the economic factors and motivations” that have played 
a part in the process of political development of the Russian nation. The three parts 
of the book are: “Economic Factors Building the National Psychology,” “Economic 
Factors Impelling Territorial Expansion,” and “Economic Doctrine Masking the National 
Ambitions.” 
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Guerner. Les aspects économiques du boudhisme dans la société chinoise du 5*”* au 
10°™* siécles. (Paris: A. Maisonneuve. 1956. Pp. xv, 331. 4.250 fr.) 

Guutaume, A. L’évolution économique de la société rurale marocaine. Coll. Centres 
d’étud. juridiques; vol. XLVIII, !’'Inst. des Hautes Etud. Marocaines. (Paris: Lib. Gén. 
de Droit et de Jurisprudence. 1956. Pp. 163. 1.000 fr.) 

Hays, S. P. The response to industrialism 1885-1914. (Chicago: Univ. of Chicago Press. 
1957. Pp. ix, 211. $3.50.) 

Hoimes, G. A. The estates of the higher nobility in fourteenth-century England. (New 
York: Cambridge Univ. Press. 1957. Pp. xiv, 180. $4.) 

Koziotex, H. Probleme der Wirtschaftsentwicklung der Deutschen Demokratischen Re- 
publik in der Zeit von 1950-1955. Kieler Vortrage, nf. 11. (Kiel: Inst. f. Weltwirt- 
schaft, Univ. Kiel. 1957. Pp. 22.) 

Licurietp, N. Economics of planned development. (London: The Estates Gazette. 1956. 
Pp. xxiii, 460. 47s 6d.) 

Locxwoop, A. N. Libya—building a desert economy. Internat. concil. no. 512. (New York: 
Carnegie Endow. Internat. Peace. 1957. Pp. 65. 25¢.) 

Ea Mosst, E. Marz et le probléme de la croissance dans une économie capitaliste. (Paris: A. 

a | Colin. 1957. Pp. 250. 1.000 fr.) 

Moussa, P. Les chances économiques de la communauté Franco-Africaine. Cahiers de 
Fondation Nat. des Sci. Pol. 83. (Paris: A. Colin. 1957. Pp. 273. 900 fr.) 

Myrpar, G. Development and under-development—a note on the mechanism of national 
and international economic inequality. Nat. Bank of Egypt 50th anniversary commemo- 
ration lectures. (Cairo: Nat. Bank of Egypt. 1956. Pp. 88.) 

Ocasawara, S., Suzuki, G. Watanabe, T. The present condition of the Japanese 
economy and the basic concept of the economic policy in future—efforts for a sounder 
economy and their achievements. (Tokyo: Ministry of Finance. 1954. Pp. 74.) 

Pant, Y. P. Planning for prosperity in Nepal. (Kathmandu: Nepal Cultural Assoc. 1957. 

* Pp. xi, 152. Rs 1/8.) 

ene: Potanyt, K., Arensperc, C. M., ano Pearson, H. W., ed. Trade and market in the early 


a empires—economies in history and theory. (Glencoe, Ill.: Free Press. 1957. Pp. xviii, 
382. $6.) 
Ne Ronockx, S. H. Nuclear power and economic development in Brazil. NPA rept. on pro- 
{a - ductive uses of nuclear energy. (Washington: Nat. Planning Assoc. 1957. Pp. x, 126. 
$2.75.) 
+ bie Russert, B. M. The economic impact of German rearmament. Monogr. based on chap- 
' ie ters of author’s thesis entitled “Germany during rearmament.” (Williamstown, Mass.: 
1% Williams College. 1957. Pp. 44.) 


Saran, K. M. Labour in ancient India. (Bombay: Vora. 1957. Pp. 106. $2.) 
Sincer, C., Hormyarp, E. J., Hatt, A. R. ano WittiaMs, T. L., ed. A history of technol- 
; ogy. Vol. Il. (New York: Oxford Univ. Press. Oxford: Clarendon Press. 1957. Pp. 802. 
$26.90.) 
Soute, G. ano Carosso, V. P. American economic history. (With teacher’s manual.) (New 
York : Dryden. 1957. Pp. xvi, 654. $6.) 
A revised edition of Economic forces in American history, by G. Soule, published in 
1952. 
Spooner, F.-C. L’économie mondiale et les frappes monétaires en France (1493-1680). Coll. 
Centre de recherches hist. (Paris: A. Colin. 1956. Pp. 560. 3.600 fr.) 
Tanouy, J. Le commerce du port de Nantes au milieu du XVléme siécle. Coll. Centre 
de recherches hist. (Paris: A. Colin. 1956. Pp. 300. 600 fr.) 
Worr, C., Jr. Economic development and mutual security—some problems of U.S. foreign 
assistance programs in Southeast Asia. Research memo. RM-1778-RC. (Santa Monica: 
RAND Corp. 1956. Pp. iii, 76, mimeo.) 
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Woytinsxy, W. S. India—the awakening giant. (New York: Harper. 1957. Pp. xv, 201. 
$3.75.) 
Archivio economico dell’unificazione Italiana (Rome, 1950), Vols. III-IV, in 5 pts.: 
1. Banvettini, P., ed. La popolazione della Toscana alla meta dell’otocento. (Pp. 132. 
L. 1300.) 

2. Fettont, G., ed. Le entrate degli Stati Sabaudi dal 1825 al 1860. (Pp. 45. L. 500.) 

3. Boccorart, G. and Semi, A., ed. Monete ¢ cambi nel Ducato di Modena dal 1819 
al 1859. (Pp. 51. L. 500.) 

4. Fatcont, E. ano Sraccrart, P. L., ed. Le entrate degli Stati Parmensi dal 1830 al 
1859. (Pp. 27. L. 300.) 

5. Fetiont, G., ed. Corso delle monete e dei cambi negli Stati Sabaudi dal 1820 al 1860. 
(Pp. 27. L. 300.) 

Development area policy in the north east of England. (Newcastle upon Tyne: North 
East Indus. and Develop. Assoc. 1957. Pp. 94. 5s.) 

Economic development assistance—a long-term policy for assisting economic growth and 
encouraging independence in the underdeveloped nations of the free world. (New York: 
Com. for Econ. Development. 1957. Pp. 37, mimeo.) 

Economic survey 1956. (Stockholm: Svenska Handelsbanken. 1957. Pp. 66.) 

Indonesia in 1956—political and economic aspects. A report prepared under the direc- 
tion of B. H. M. Viekke. (The Hague: Netherlands Inst. Internat. Affairs. New York: 
Inst. of Pacific Relations, distrib. 1957. Pp. 92. $1.50.) 

Minnesota’s tomorrow—the economic future of our region. (Minneapolis: Soc. Sci. Re- 
search Center, Univ. of Minnesota. 1956. Pp. viii, 123.) 

The Netherlands economic and cultural documentation. Vol. IV. (Published in English, 
Dutch, Spanish, French and German.) (Amsterdam: Netherlands Econ. and Cultural 
Documentation. 1957. Pp. 454.) 

Royal Commission on Canada’s Economic Prospects—studies now available (Ottawa: 
Edmond Cloutier) : 

Preliminary report. Dec. 1956. Pp. 142. 

The Canadian agricultural machinery industry. By J. D. Woods & Gordon Ltd. Apr. 
1956. Pp. 45. 

The Canadian automotive industry. By Sun Life Assurance Co. of Canada. Sept. 1956. 
Pp. 117. $1.50. 

The Canadian electrical manufacturing industry. By C. L. Barber. Sept. 1956. Pp. 85. 
$1.50 

The Canadian industrial machinery industry. By Urwick, Currie Ltd. Feb. 1956. Pp. 29 
50 c. 

The Canadian primary iron and steel industry. By Bank of Nova Scotia. Oct. 1956. 
Pp. 101. $1.50. 

The Canadian primary textiles industry. By National Industrial Conference Board 
(Canadian Office). July 1956. Pp. 103. $1.50. 

Certain aspects of taxation relating to investment in Canada by non-residents. By J. G. 
Glassco. (Clarkson, Gordon & Co., Chartered Accountants). Feb. 1956. Pp. 62. $1. 

The electronics industry in Canada. By Canadian Business Service Ltd. Apr. 1956. Pp. 
81. $150. 

Industrial concentration. A study of industrial patterns in the United States, the United 
Kingdom and Canada. By the Canadian Bank of Commerce. June 1956. Pp. 60. $1. 

Labour mobility. By the Trades and Labor Congress of Canada, now the Canadian 
Labour Congress. Sept. 1956. Pp. 9. 

The Nova Scotia coal industry. By Urwick, Currie Ltd. June 1956. Pp. 32. 50 c. 

Probable effects of increasing mechanization in industry. By the Canadian Congress of 
Labour, now The Canadian Labour Congress. Sept. 1956. Pp. 85. $1.50.) 
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Jableaux de lt économie jrangaise. (Paris: Inst. Nat. de Stat. et Etud. Econ. 1956. Pp. 
326.) 


Statistical Methods; Econometrics; Social Accounting 


Anverson, T. W., Cramér, H., Freeman, H. A. ano oTHers, ed. Selected papers in sta- 
tistics and probability by Abraham Wald. (Stanford: Stanford Univ. Press. 1957. Pp. ix, 
702. $10.) 

Catvez, J.-Y. Revenu national en U.RSS. (Paris: Sté d’Edit. d’Enseignement Supérieur. 
1956. Pp. 267. 2.000 fr.) 

Greenwatp, D. U. Linear programming—an explanation of the simplex algorithm. (New 
York: Ronald Press. 1957. Pp. vii, 75. $3.) 

Manpet, B. J. Statistics for management—a simplified introduction to statistics. (Balti- 
more: Dangary. 1956. Pp. 408. $6.) 

McCracken, D. D. Digital computer programming. (New York: John Wiley. London: 
Chapman & Hall. 1957. Pp. vii, 253. $7.75.) 

Resnikory, G. J. ano Lieserman, G. J. Tables of the non-central t-distribution— - 
density function, cumulative distribution function and percentage points. Stanford stud. 
in math. and stat. 1. (Stanford: Stanford Univ. Press. 1957. Pp. 389. $12.50.) 

Ricumonp, S. B. Principles of statistical analysis. (New York: Ronald Press. 1957. 
Pp. xii, 491. $6.50.) 

Scuwariz, C. F. anp GranaM, R. E, Personal income by states since 1929. Suppl. to 
Survey of Current Business. (Washington: Supt. Docs. 1957. Pp. 229.) 

Stone, R. Quantity and price indexes in national accounts. (Paris: Org. for European 
Econ. Co-op. 1956. Pp. 120. $1.50.) 

Les modéles dynamiques en économétrie. Colloques internat. du C.N.R.S. no. LXII. (Paris: 
C.N.RS. 1957. Pp. 379. 2.500 fr.) 


Regional income. Stud. in income and wealth, vol. XXI. (Princeton: Princeton Univ. 
Press, for Nat. Bur. Econ. Research. 1957. Pp. x, 408. $8.) 


Economic Systems; Planning and Reform; Cooperation 


Bouxowsk!, C. Formation du systéme soviétique de planification. (Paris: Maisonneuve. 
1956. Pp. 92. 750 fr.) 

Derrick, P. A co-operative approach to socialism. (London: Nat. Lab. Press, for Socialist 
Christian League. 1956. Pp. 62. 2s.) 

Durr, E. The social thought of the World Council of Churches. (London: Longmans. 1956. 
Pp. 339. 25s.) 

Loucks, W. N. Comparative economic systems. Sth ed. (New York: Harper. 1957. Pp. 
xiv, 862. $6.50.) 

Muwsut, M. C. A report on productivity. Pamph. no. 42. (New Delhi: Eastern Economist, 
Ltd. 1957. Pp. iii, 62. Rs 1/8.) 

Oxenre ot, A. R. Economic systems in action—the United States, the Soviet Union (with 
a section on China and Eastern Europe), the United Kingdom. Rey. ed. (New York: 
Rinehart. 1957. Pp. xiv, 207. $2.35.) 


Business Fluctuations 


AxexMan, J. Structures et cycles économiques. Vol. Il, Pts. 1 and 2. (Paris: Presses 
Univ. de France, for Biblio. de la Sci. Econ. 1957. Pp. 189; 191. 960 fr. ea.) 
The present work is a translation of Ekonomisk Teori—lI: Kausalanalys av del 
ekonomiska skeendet (Lund, 1944). The translation was done by Béatrix Marchal and 
G. Augot. 
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Maisex, S. J. Fluctuations, growth, and forecasting—the principles of dynamic business 
economics. (New York: John Wiley. London: Chapman & Hall. 1957. Pp. xv, 552. 
$7.50.) 

Federal assistance to labor surplus areas. A report prepared by S. A. Levitan, Legis. Ref. 
Serv., Lib. Congress, for House Committee on Banking and Currency, 85th Cong., Ist 
sess. (Washington: Supt. Docs. 1957. Pp. 89.) 

Instrumentation and automation. Hearings before the Subcommittee on Economic Stabili- 
zation of the Joint Economic Committee, 84th Cong., 2nd sess., Dec. 12-14, 1956. 
(Washington: Supt. Docs. 1957. Pp. 202.) 


Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


Auprtit, A. Essai sur la théorie générale de la monnaie—économique rationnelle, (Paris: 
Lib. M. Riviére. 1957. Pp. 168. 550 fr.) 

Bernarv, K. Gedanken cur Kreditpolitik. Kieler Vortrage, nf. no. 10. (Kiel: Inst. f. 
Weltwirtschaft, Univ. Kiel. 1957. Pp. 16, DM 1,50.) 

Croome, H. Introduction to money. (New York: Barnes & Noble. 1957. Pp. viii, 209 
$2.20.) 

Irons, W. H. Commercial credit and collection practice. 2nd ed. rev. by D. H. Bellmore 
(New York: Ronald Press. 1957. Pp. vi, 784. $6.75.) 

Jounson, C., ed. The De Moneta of Nicholas Oresme and English Mint documents. Nelson 
medieval texts. (New York: Oxford Univ. Press. 1957. Pp. xli, 114. $3.20.) 

Jomer, H. L. Principles of money and banking. (Homewood, IIl.: Irwin. 1957. Pp. xix, 
622. Text $6.50.) 

Kertor, Rev. J. A. Some financial trends of national and state commercial banks in 
Indiana, 1915-1954. Catholic Univ. of America, stud. in econ., Ph.D. dissertation ab- 
stract ser. no. 15. (Washington: Catholic Univ. of America Press. 1956. Pp. xi, 47. 75¢.) 

Pratier, C. L. Money and banking. 6th ed. (Homewood, Ill.: Irwin. 1957. Pp. xvi, 650 
Text $6.50.) 

Savers, R. S. Central banking after Bagehot. (New York: Oxford Univ. Press. 1957. Pp 
149. $2.90.) 

Annual report of the Federal Deposit Insurance Corporation for the year ended December 
31, 1956. Pt. 1, Operations of the Corporation. (Washington: Fed. Dep. Ins. Corp. 1957. 
Pp. ix, 21.) 

Consumer instalment credit. Pt. I, vols. 1 and 2, Growth and import. Pt. I, vols. 1 and 
2, Conference on regulation, National Bureau of Economic Research. Pt. U1, Views on 
regulation—a survey by George D. Bailey, partner Touche, Niven, Bailey and Smart 
(Washington: Board of Governors, Fed. Reserve System. 1957. Pp. ix; 388; 287; xxvi, 
553; x, 161; vii, 230. $1.25; $1.; $1.75; $.60; $1.) 

Financial Institutions Act of 1957. Report of the Senate Committee on Banking and 
Currency, 85th Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 111.) 

Regulation of savings and loan holding companies. Hearings before the House Com 
mittee on Banking and Currency, 85th Cong., Ist sess., Feb. 20 and 21, 1957. (Wash 
ington: Supt. Docs. 1957. Pp. 56.) 

Standing Advisory Committee on Agricultural Credit—proceedings of the fifth meeting. 
(Bombay: Reserve Bank of India. 1956. Pp. 212.) 

Study of Banking Laws Financial Institutions act of 1957. Hearings before a subcom- 
mittee of the Senate Committee on Banking and Currency, 85th Cong., 1st sess. Pt. 2. 
(Washington: Supt. Docs. 1957. Pp. 623.) 

Study of banking laws—legislative recommendations o/ the federal supervisory agencies to 
the Senate Committee on Banking and Currency, 84th Cong., 2nd sess. (Washington: 
Supt. Docs. 1956. Pp. 212.) 
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Public Finance; Fiscal Policy 


Baxter, S. B. The development of the Treasury 1660-1702. (Cambridge: Harvard Univ. 
Press. 1957. Pp. xi, 301. $6.) 

Evancewista, I. Philippine income, estate, inheritance and gift tax laws. (Manila: J. R. 
Castro. 1957. Pp. 439.) 

Laure, M. Traité de politique fiscale. (Paris: Presses Univ. de France. 1956. Pp. 428. 
1.400 fr.) 

Suannon, F. J. The conflict between law and administrative practice in valuation of 
property for taxation in Kentucky. Bull. of Bur. of Bus. Research no. 31. (Lexington: 
Univ. of Kentucky, for Bur. of Bus. Research. 1957. Pp. v, 112.) 

Sruart, R. K. Financing public improvements by the State of Maine. Univ. of Maine 
stud. 2nd ser., no. 72. (Orono: Univ. of Maine Press. 1957. Pp. viii, 188. $1.50.) 
Wese, H. Die Steuern im Vereinigten Kénigreich—Unter Beriicksichtigung der Entwick- 
lung seit dem Ersten Weltkrieg. Kieler stud. no. 41. (Kiel: Inst. f. Weltwirtschaft, Univ. 

Kiel. 1957. Pp. xiii, 360 + 41 tables. DM 40,-.) 

Administration plan to improve congressional control of the budget. Hearings before the 
subcommittee of the House Committee on Appropriations, 85th Cong., Ist sess. (Wash- 
ington: Supt. Docs. 1957. Pp. 44.) 

Compendium of state government finances in 1956. Bur. Census State fin.: 1956, G-SF 
56-no. 2. (Washington: Supt. Docs. 1957. Pp. 65.) 

Corporate and excise tax rates extension and corporate tax rate change amendments. Hear- 
ings before the Senate Committee on Finance, 85th Cong., 1st sess., March 19, 21, and 
22, 1957. (Washington: Supt. Docs. 1957. Pp. 122. 

Excise taxes. Hearings before a subcommittee of the House Committee on Ways and 
Means, 84th Cong., 2nd sess. (Washington: Supt. Docs. 1957. Pp. 1107.) 

Income tax regulations under the Internal Revenue Code of 1954 as of May 31, 1956. 
(Washington: Internal Revenue Service. 1956. Pp. 563.) 

Internal revenue administration. Progress report of the Subcommittee on Internal Revenue 
Taxation to the House Committee on Ways and Means. (Washington: Supt. Docs. 
1957. Pp. 219.) 

Maximum interest rate permitted on United States savings bonds. Hearings before the 
House Committee on Ways and Means, 85th Cong., Ist sess., Feb. 21, 1957. (Washing- 
ton: Supt. Docs. 1957. Pp. 40.) 

Der Offentliche Haushalt in der volkswirtschaftlichen Gesamtrechnung. (Vienna: Osterreich. 
Stat. Zentralamt und Osterreich. Inst. f. Wirtschaftsforschung. 1956. Pp. 75.) 

Report of the Tax Study Commission of the State of North Carolina. (Raleigh: Comm. 
for Stud. of Revenue Structure of the State. 1956. Pp. 107.) 


Savings bond interest rate increase. Hearings before the Senate Committee on Finance, 
85th Cong., Ist sess., April 3, 4, and 5, 1957. (Washington: Supt. Docs. 1957. Pp. 219). 
State finances, 1948, 1952, and 1955—a state by state analysis of revenue, expenditure and 
debt in current and constant dollars. (Chicago: Council of State Govts. 1957. Pp. 70.) 
Tax Rate Extension act of 1957. Hearings before the House Committee on Ways and 

Means, February 6, 1957. (Washington: Supt. Docs. 1957. Pp. 31). 


Tax reduction and tax reform—when and how. A statement on national policy by the 
Research and Policy Com. (New York: Com. for Econ. Development. 1957. Pp. 50.) 
World tax series. Vol. I, Taxation in the United Kingdom. Vol. U1, Taxation in Brazil. 
Vol. III, Taxation in Mexico. (Boston: Little, Brown. 1957. Pp. 576; 408; 350. $15; 

$10; $10.) 

In response to a UN resolution in August 1951, work on this series has been carried 
forward by the International Program in Taxation at the Harvard Law School, with the 
aid of foreign correspondents and in consultation with officials of the UN Secretariat. 
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International Economics 


Asuer, R. E., Kotscunic, W. M., Brown, W. A., Jr., AND associates. The United 
Nations and economic and social co-operation. (Washington: Brookings Inst. 1957. Pp. xi, 
561. $2.50.) 

Benrman, J. N. ano Scumupt, W. E. International economics—theory, practice, policy. 
(New York: Rinehart. 1957. Pp. xv, 561. $6.50.) 

Camps, M. Trade policy and American beadership. Memo. no. 12. (Princeton: Center of 
Internat. Stud., Princeton Univ. 1957. Pp. iv, 36.) 

Crump, N. The ABC of the foreign exchanges. 12th ed. (New York: St. Martin’s Press. 
London: Macmillan. 1957. Pp. viii, 374. $3.50.) 

DE Sartty, J. La zone sterling. Fond. Nat. Sci. Pol., Cahiers no. 84. (Paris: A. Colin. 1957. 
Pp. xviii, 145.) 

Doane, R. R. World balance sheet. (New York: Harper. 1957. Pp. xi, 260. $10.) 
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world’s physical resources in relation to their present rate of consumption, their monetary 
valuation, and the population, showing comparative changes over a seventy-year period— 
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Evienver, A. J. Report on overseas operations of the United States government. 85th 
Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 525.) 

Enke, S. ano Sarera, V. International economics. Rev. 3rd ed. (Englewood Cliffs, N.J.: 
Prentice-Hall. 1957. Pp. xviii, 606. $6.95.) 

Hatevi, N. Estimates of Israel’s international transactions, 1952-1954. (Jerusalem: Falk 
Project for Econ. Research in Israel. 1956. Pp. 139. $2.) 

Hotcomne, J. L. anp Berc, A. D. MAP for security. Essays in econ. no. 4. (Columbia: 
Bur. Bus. and Econ. Research, Univ. of South Carolina. 1957. Pp. iv, 49.) 

Jancauskas, R. C., sy. An evaluation of the International Monetary Fund. Catholic 
Univ. of America, Stud. in econ., Ph.D. dissertation abstract ser. no. V(12). (Washing- 
ton: Catholic Univ. of America Press. 1955. Pp. ix, 29. 50¢.) 

Kiopstock, F. H. The international status of the dollar. Essays in internat. fin. no. 28. 
(Princeton: Internat. Fin. Sec., Princeton Univ. 1957. Pp. 26.) 

Loncarzo, L. C. Economic and financial decisions of the United Nations General Assembly 
(1946-1955). (New York: Author, 61 Broadway. 1957. Pp. 10, mimeo. $5.) 

Meapve, J. E. Negotiations for Benelux—an annotated chronicle 1943-1956. Stud. in 
internat. fin. no. 6. (Princeton: Internat. Fin. Sec., Princeton Univ. 1957. Pp. 89. 25¢.) 

Moret, M. L’échange international. (Paris: Lib. M. Riviére. 1957. Pp. 372. 1.300 fr.) 

Rice (Stuart) Assoc. Foreign aid activities of other free nations. Senate Special Com- 
mittee to Study the Foreign Aid Program, stud. no. 11, 85th Cong., ist sess. (Washing- 
ton: Supt. Docs. 1957. Pp. 93.) 

Trirrin, R. Europe and the money muddle—from bilateralism to near-convertibility, 
1947-1956. (New Haven: Yale Univ. Press. 1957. Pp. xxvii, 351. $5.) 

Amendment of Anglo-American financial agreement. Hearing before the Senate Committee 
on Banking and Currency, 85th Cong., 1st sess., March 15, 1957. (Washington: Supt. 
Docs. 1957. Pp. 28.) 

-_——- . Hearings before the Subcommittee on Foreign Econc.nic Policy of the House 
Committee on Foreign Affairs, 85th Cong., Ist sess., March 18 and 19, 1957. (Washing- 
ton: Supt. Docs. 1957. Pp. 52.) 

Export-Import Bank loans. Hearing before the House Committee on Banking and Cur- 
rency, 85th Cong., Ist sess., March 19, 1957. (Washington: Supt. Docs. 1957. Pp. 40.) 
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85th Cong., Ist sess. (Washington: Supt. Docs. 1957. Pp. 248.) 
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Investigations under the “escape clause” of trade agreements—outcome or current status 
of applications filed with the U. S. Tariff Commission for investigations under the 
“escape clause” of trade agreements as of February 4, 1957. 7th ed. (Washington: U. S. 
Tariff Comm. 1957. Pp. 42.) 

Management of direct investments in less developed countries. Rept. submitted to Internat. 
Bank for Recon. and Develop. by Found. for Econ. Research of the Univ. of Amsterdam. 
S.E.O. pub. no. 10. (Leiden: Stenfert Kroese. 1957. Pp. 242. f 16.50.) 

A new approach to foreign economic assistance—a statement by the NPA International 
Committee April 17, 1957. Spec. rept. no. 47. (Washington: Nat. Planning Assoc. 1957. 
Pp 22. 25¢.) 

Protection of private investments overseas. Hearings before the ad hoc subcommittee of 
the House Committee on Foreign Affairs, 85th Cong., Ist sess., Feb. 28, Mar. 5, 13, 1957. 
(Washington: Supt Docs. 1957 Pp 88.) 

Report to Congress on the Mutual Security Program for the six months ended December 
37, 1956. (Washington: Supt. Docs. 1957. Pp. v, 26.) 

A report to the Hashimite Kingdom of Jordan and the government of the United States of 
America on the Joint Point IV activities 1952-1956. (Amman: U.S. Operations Mission 
to Jordan. 1956. Pp. 90.) 

Report of the National Advisory Council on International Monetary and Financial 
Problems on its activities during the period Jan. 1 to June 30, 1956. 85th Cong., 1st 
sess. (Washington: Supt. Docs. 1957. Pp. 73.) 

Report on United States foreign assistance programs. Prepared for the Senate Special 
Committee to Study the Foreign Aid Program, 85th Cong. (Washington: Supt. Docs. 
1957. 2 vols.) 

Review of the budget formulation and presentation practices of the International Coopera- 
tion Administration. Hearings before a subcommittee of the House Committee on 
Government Operations, 85th Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 189.) 

Senate Special Committee to Study the Foreign Aid Program, 85th Cong., studies prepared 
at the request of the Special Committee: 

No. 1. M.LT. Center for Internat. Stud. The objectives of United States economic 
assistance. 


No. 2. Krorcer, L. J., anp assoc. Personnel for Mutual Security Program. 


No. 3. Univ. of Chicago Research Center in Econ. Develop. and Cultural Change. 
The role of foreign aid in the development of other countries 


No. 4. Jacosson, J., assoc. The use of private contractors in foreign aid programs. 

No. 5. National Planning Association. Agricultural surplus disposal and foreign aid. 

No. 6. Brookings Institution. Administrative aspects of United States foreign assistance 
programs. 


No. 7. Am. Enterprise Association. American private enterprise, foreign economic de- 
velopment, and the aid programs 


No. 8. Council for Economic and Industry Research. Foreign assistance activities of 
the Communist bloc and their implications for the United States. 

No. 9. National Planning Association. The foreign aid programs and the United States 
economy 


No. 10, Columbia Univ. Institute of War and Peace Studies, and Systems Analysis 
Corp., Washington, D.C. The military assistance program of the United States. 


Senate Special Committee to Study the Foreign Aid Program, 85th Cong., country surveys 
prepared at the request of the Special Committee: 


No. 1. Armour, N. Greece, Turkey and Iran. 
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No. 5. Hannan, J. A. Japan, Okinawa, Formosa, Philippines. 

No. 6. Hearst, W. R., Jr. Norway, Denmark, West Germany. 

No. 8. Jones, L. W. West Pakistan, India, Afghanistan, Ceylon, East Pakistan 

No. 9. Mrnotto, J. Cuba, Haiti, Dominican Republic, Venezuela, Panama, Costa Rica, 
Nicaragua, Honduras, El Salvador, Guatemala, Mexico. 

Statistical yearbook 1956. 8th issue. Prepared by the Stat. Off., UN Dept. Econ. and Soc. 
Affairs. Pub. no. 1956-XVII-5. (New York: Columbia Univ. Press. 1956. Pp. 646. $7.50; 
paper $6.) 

Technical assistance. Final report of the Senate Committee on Foreign Relations, 85th 
Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. 668.) 

Technical cooperation in the Andes countries of South America. Report of Senators M. 
Mansfield and B. B. Hickenlooper. Senate Committee on Foreign Relations, 85th Cong., 
Ist sess. (Washington: Supt. Docs. 1957. Pp. 14.) 


Business Finance; Investment and Security Markets; Insurance 


Borpecker, K. A., Brown, R. E., Erreman, W. J., anv otuers. Essays on business 
finance. 3rd ed. (Ann Arbor: Masterco Press. 1957. Pp. 385. $4.50.) 

Cirvante, V. R. The Indian capital market. Univ. of Bombay, econ. ser., pub. no. 6 
(New York: Oxford Univ. Press. 1956. Pp. xii, 226. $2.65.) 

The author points out that previous studies of the Indian capital market have lacked 
a suitable theory appropriate to the analysis of the capital market in backward economic 
regions. He undertakes to formulate such a theory, mainly “with the aid of the Keynesian 
tools of analysis.” He follows this theoretical study with “a detailed survey of the insti- 
tutional framework of the Indian capital market.” 

FABRICANT, S. Financial research and probiems of the day—thirty-seventh annual report, 
a record of 1956 and plans for 1957. (New York: Nat. Bur. Econ. Research. 1957. Pp. 
101.) 

Honko, J. Koneen edullisin pitoaika ja investointilaskelmat. (The economic life of a 
a machine and calculations concerning the economics of capital investments.) With 
English summary. (Helsinki: Helsinki Research Inst. for Bus. Econ., Helsinki School of 
Econ. 1955. Pp. 276.) 

Hosmatin, G. Investissements, rentabilité et progrés technique. (Paris: Lib. de Médicis. 
1956. Pp. 250. 1.500 fr.) 

Jones, R. C. Effects of price level changes on business income, capital, and taxes. (Colum- 
bus: Am. Accounting Assoc., Ohio State Univ. 1956. Pp. xvi, 199. $4.) 

—. Price level changes and financial statements—case studies of four companies. 

(Columbus: Am. Accounting Assoc., Ohio State Univ. 1955. Pp. ix, 179. $3.) 

Macee, J. H. General insurance. Sth ed. (Homewood, Ill.; Irwin. 1957. Pp. xvii, 952 
Text ed., $6.50.) 

Mason, P. Price-level changes and financial statements—-basic concepts and methods 
(Columbus: Am. Accounting Assoc., Ohio State Univ. 1956. Pp. iii, 28. 50¢.) 

Mever, J. R. ano Kun, E. The investment decision—an empirical study. (Cambridge: 
Harvard Univ. Press. 1957. Pp. xv, 284. $6.) 

Sweetser, A. G. Financing goods. (Newton Highlands, Mass.: Author, 160 Lincoln St 
1957. Pp. xiv, 609.) 

Company income and finance 1949-53. (London: Nat. Inst. Econ. and Soc. Research 
1956. Pp. 72. 10s.) 

The aggregated accounts of over 3000 “public companies” in British industry, with 
shares quoted on the British stock exchanges, are presented in a standardized form. The 
main tables are preceded by 20 pages of text describing the types of accounts presented, 
the companies included in the tabulations and their place in the British economy. Several 
appendices show, inter alia, the importance of the three largest companies in each branch 
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of industry. The accounts are aggregated for all the companies taken together, for all 

those engaged in manufacturing, and for each of 21 industrial groups. 

SEC enforcement problems. Hearing before a subcommittee of the Senate Committee on 
Banking and Currency, 85th Cong., 1st sess. Pt. 1, Mar. 5, 1957. (Washington: Supt. 
Docs. 1957. Pp. 163.) 

Stock market study (corporation proxy contests). Hearings before a subcommittee of the 
Senate Committee on Banking and Currency, 84th Cong., Ist sess., July 5 and 6, 1956. 
Pt. 3. (Washington: Supt. Docs. 1956. Pp. 408.) 

Stock market study—regulation of unlisted securities. Hearing before the Senate Committee 
on Banking and Currency, 84th Cong., 2nd sess., June 22, 1956. Pt. 2-A. (Washington 
Supt. Docs. 1956. Pp. 61.) 
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Apter, M. K. Modern market research—a guide for business executives. (New York: 
Philosophical Lib. 1957. Pp. ix, 158. $4.75.) 

Beckman, T. N., Maynarp, H. H. ann Davipson, W. R. Principles of marketing. 6th ed. 
(New York: Ronald Press. 1957. Pp. xii, 798. $7.) 

Bray, F. S. The interpretation of accounts (Stamp-Martin Papers). (New York: Oxford 
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ser. no. 11. (Washington: Catholic Univ. of America Press. 1955. Pp. viii, 28. 50¢.) 

Brown, L. O., Lessrer, R. S. ann W. M. Advertising media—creative 
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Davis, K. Human relations in business. (New York: McGraw-Hill. 1957. Pp. xiv, 557. 
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Davis, Rk. C. Industrial organization and management. 3rd ed. (New York: Harper. 1957. 
Pp. xix, 953. $8.25; text, $6.50.) 

Fox, W. M., ed. Readings in personnel management from “Fortune.” (New York: Henry 
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Feanket, M. British and American manufacturing productivity—-a comparison and inter- 
pretation. Bull. no. 81. (Urbana: Bur. Econ. and Bus. Research, Univ. of Illinois. 1957. 
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Gortz-Girey, R. Cours de relations industrielles. (Paris: Montchrestien. 1957. Pp. 256 
1.400 fr.) 

Grasse, FE. M., ed. Automation in business and industry. (New York: John Wiley. Lon- 
don: Chapman & Hall. Pp. xix, 611. $10.) 

HartMann, G. Le patronat les salariés Vétat face a l'automation. (Neuchatel: Ed. Bacon- 
niere. 1956. Pp. 241.) 

Howarp, J. A. Marketing management—analysis and decision. (Homewood, Ill.: Irwin 
1957. Pp. xiii, 429. $6.) 

Jounson, L. K. Sales and marketing management—text and cases. (Boston: Allyn and 
Bacon, 1957. Pp. xii, 644. $6.95.) 

Liititeton, A. C. anp Yamey, B. W., ed. Studies in the history of accounting. (London: 
Sweet & Maxwell, for Assoc. Univ. Teachers of Accounting and Am. Accounting Assoc. 
1956. Pp. 392. 50s.) 

Lunpy, J. L. Effective industrial management. (New York: Macmillan. 1957. Pp. xvi, 588. 
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Mureny, M. E. Accounting—a social force in the community. (New York: Cambridge 
Univ. Press. Melbourne: Melbourne Univ. Press, for Australian Soc. of Accountants. 
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Pyke, M. Automation—its purpose and future. (New York: Philosophical Lib. 1957. Pp. 
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TosvaL, H. R. Introduction to sales management. 4th ed. (New York: McGraw-Hill. 
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—————. Selling in our economy—an economic and social analysis of selling and adver- 
tising. (Homewood, Ill.: Irwin. 1957. Pp. xi, 333. $5.) 
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Worr, W. B. Wage incentives as a managerial tool. (New York: Columbia Univ. Press. 
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The interfirm comparisons with which this study is concerned are those provided by 
the U.S. Bureau of Labor Statistics in its series of reports, Case Study Data on Pro- 
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MaiLvet-CuassaGne, M. Influence de la nationalisation sur la gestion des entreprises 
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Mincuinton, W. E. The British tinplate industry—a history. (New York: Oxford Univ 
Press. 1957. Pp. xvi, 286. $5.60.) 

Muno, V. A. The right to buy—and its denial to small business. Report prepared for the 
Senate Select Committee on Small Business, 85th Cong., Ist sess. (Washington: Supt 
Docs. 1957. Pp. 118.) 

Netscuert, B. C. ano Scrrurr, S. H. Atomic energy applications with reference to under- 
developed countries—a preliminary survey. (Baltimore: Johns Hopkins Press, for 
Resources for the Future. 1957. Pp. xiv, 129. $2.) 

Savace, C. I. Inland transport. Hist. of Second World War, U.K. civil ser. (London: 
H. M. Stat. Off. and Longmans, Green. New York: British Info. Services, distrib. 1957. 
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ScHENKMAN, J. International Civil Aviation Organization. (Geneva: Lib. E. Droz. 1955. 
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Svenvsen, A. S. Liner conferences and the determination of freight rates. Inst. of Econ., 
paper no. 5. (Bergen: Norwegian School of Econ. and Bus. Admin. 1957. Pp. 20, mimeo.) 

Utiman, E. L. American commodity flow —a geographical interpretation of rail and water 
traffic based on principles of spatial interchange. (Seattle: Univ. of Washington Press. 
1957. Pp. xxii, 215. $4.) 

Antitrust problems in the exploitation of patents—a staff report to Subcommittee No. 5 
of the House Committee on the Judiciary, 84th Cong., 2nd sess., Oct. 15, 1956. (Wash- 
ington: Supt. Docs. 1957. Pp. 25.) 

Antitrust and monopoly. Report of the Subcommittee on Antitrust and Monopoly of the 
Senate Committee on the Judiciary, 85th Cong., 1st sess. (Washington: Supt. Docs. 
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Congress and the monopoly problem—fifty-six years of antitrust development, 1900-1956. 
Report on the history of Congressional action in the antitrust field, prepared by Legis. 
Ref. Serv., Lib. Congress, for House Select Committee on Small Business, 8ith Cong., 
2nd sess. (Washington: Supt. Docs., 1956. Pp. x, 662.) 

Corporate mergers and acquisitions. Staff study of the subcommittee on Antitrust and 
Monopoly of the Senate Committee on the Judiciary, 85th Cong., Ist sess. (Washing- 
ton: Supt. Docs. 1957. Pp. 74.) 

Energy sources in Canada—commodity statements for 1926, 1929, 1933 and 1939. Ref. 
paper no. 74. (Ottawa: Dominion Bur. of Stat. 1957. Pp. 72. $1.) 


Le fonctionnement des entreprises nationalisées en France. Travaux du Troisiéme Colloque 
des Facultés de Droit. (Paris: Dalloz. 1956. Pp. 414. 1.500 fr.) 


Monopoly problems in regulated industries. Hearings before the Antitrust Subcommittee 
of the House Committee on the Judiciary, 84th Cong., 2nd sess., June-Sept. 1956. Pt. 
2, vol. 4, Television. (Washington: Supt. Docs. 1957. Pp. 822.) 

Patents, trademarks, and copyrights. Report of the Subcommittee on Patents, Trade- 
marks, and Copyrights of the Senate Committee on the Judiciary, 85th Cong., 1st sess. 
(Washington: Supt. Docs. 1957. Pp. 31.) 

Premerger notification. Hearings before the Antitrust Subcommittee, House Committee on 
the Judiciary, 85th Cong., 1st sess. (Washington: Supt. Docs., 1957. Pp. 448.) 


The Small Business Administration. Hearings before Subcommittee No. 2 of the House 
Select Committee on Small Business, 85th Cong., Ist sess. (Washington: Supt. Docs. 
1957. 1 vol.) 

Small Business Administration, 1957. Hearings before the Senate Select Committee on 
Small Business, 85th Cong., Ist sess., March 14 and 15, 1957. (Washington: Supt. Docs. 
1957. Pp. 142.) 

4 study of the antitrust laws. Hearings before the Subcommittee on Antitrust and 
Monopoly of the Senate Committee on the Judiciary, 84th Cong., Ist sess. Pt. 9, 
Appendix to Northwest Power. (Washington: Supt. Docs. 1956. Pp. 117.) 

Summary transcript of representative State Conference on Store Trading Stamps, October 
2, 1956. Prepared by Persia Campbell, Consumer Counsel to the Governor. (Albany: 
N. Y. State Consumer Counsel to the Governor. 1956. Pp. 42.) 

TVA power 1956-57. (Chattanooga: Office of Power, Tennessee Valley Authority. 1957. 
Pp. 29.) 

Twenty years of Robinson-Patman Act—literature 1936-56. Spec. ref. list no. 4. (Wash- 
ington: Federal Trade Comm. Lib. 1956. Pp. 79.) 
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ABRAHAMSEN, M. A. anv Scroocs, C. L., ed. Agricultural cooperation—selected readings. 
(Minneapolis: Univ. of Minnesota Press. 1957. Pp. xiv, 576. $7.50.) 
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Baave, F. Die Lage der Weltwirtschaft und ihre Bedeutung fur die Landwirtschaft. (Kiel: 
Inst. f. Weltwirtschaft, Univ. Kiel. 1957. Pp. 26.) 

Catiison, C. H., ed. America’s natural resources. (New York: Ronald Press, for Nat. Re- 
sources Council of America 1957. Pp. v, 211. $3.75.) 

Danvekar, V. M. ann Kurupanrur, G. J. Working of Bombay Tenancy Act, 1948— 
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Davis, J. H. anp Gorpperc, R. A. A concept of agribusiness. (Boston: Div. of Research, 
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for his place in the modern scheme of things . . . how he lives . . . what he’s thinking 
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you.” (From the introduction.) 

DraBkin-Darix, H. Housing in Israel—economic and sociological aspects. (Tel Aviv 
Gadish Books. 1957. Pp. 256.) 

Drocat, R. P. Economie rurale et nourriture des hommes. (Paris: Spés. 1957. Pp. 368 
1.000 fr.) 

GotrMann, J. Les marchés des matiéres premiéres. (Paris: A. Colin. 1957. Pp. 435.) 

Harcreaves, M. W. M. Dry farming in the Northern Great Plains 1900-1925. (Cambridge: 
Harvard Univ. Press. 1957. Pp. xii, 587. $10.) 

Hicsre, E. The American oasis—the land and its uses. (New York: Knopf. 1957. Pp. xxv, 
259. $5.) 

Hitt, P. The Gold Coast cocoa farmer—a preliminary survey. (New York: Oxford Univ. 
Press. 1956. Pp. viii, 139. $2.60.) 

Hunt, K. E. anp Crark, K. R. The state of British agriculture, 1955-6. (Oxford: Univ. of 
Oxford Agric. Econ. Research Inst. 1956. Pp. 128.) 

Latit, M. L’évolution du revenu agricole. (Paris: A. Colin. 1956. Pp. 378. 1.400 fr.) 

Rau, A. Agricultural policy and trade liberalization in the United States 1934-1956—a 
study of conflicting policies. Ftud. d’hist. écon., pol. et soc., no. XXI. (Geneva: Lib. E. 
Droz. Paris: Lib. Minard. 1957. Pp. 160.) 

Ru uikre, G. Localisations et rythmes de Vactivité agricole—essai d’analyse économique de 
la notion de structure agricole. Centre d’Etud. Econ., Etud. et mem. no. 31. (Paris 
A. Colin. 1956. Pp. x, 348. 1.300 fr.) 

Sorn, L. Farm trouble. (Princeton: Princeton Univ. Press. 1957. Pp. vii, 221. $3.75.) 

Steap, W. H. Economic problems of natural resource use. (New York: Joint Council on 
Econ. Educ. 1957. Pp. 64. $1.25.) 

Winnick, L. American housing and its use—the demand for shelter space. Census 
monogr. ser. sponsored by Soc. Sci. Research Council and Bur. of the Census. (New 
York: John Wiley. London: Chapman & Hall. 1957. Pp. xiv, 143. $5.50.) 

Wronski, H. Rémunération et niveau de vie dans les kolkhoz—le Troudoben. With a 
preface by P. Fromont. Observation écon., no. XIIL. (Paris: Sté d’Edit. d’Enseignement 
Supérieur. 1957. Pp. 231.) 

The Frazier-Lemke Act—its impact on farmers and lenders in the Northern Great Plains. 
ARS 43-43. (Washington: Agric. Research Service, Dept. of Agric. 1957. Pp. ii, 65.) 


Housing in the economy 1955. With statistical appendix excerpted from ninth annual 
report of the Housing and Home Finance Agency. (Washington: Supt. Docs. 1956. Pp. 
70.) 


Report of the Indian delegation to China on agricultural planning and techniques. (Delhi: 
Ministry of Food and Agric. 1956. Pp. 199.) 
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Labor Economics 


Bers, M. K. Union policy and the older worker. (Berkeley: Inst. Indus. Relations, Univ. 
of California. 1957. Pp. v, 87. 50¢.) 

Buissenven, P. F. The 1.W.W.—a study of American syndicalism. Reprint of 2nd (1920) 
ed. (New York: Russell & Russell. 1957. Pp. xxii, 438. $7.50.) 

Core, G. D. H. The case for industrial partnership. (New York: St. Martin’s Press. Lon- 
don: Macmillan. 1957. Pp. v, 121. $2.) 

Fircu, J. A. Social responsibilities of organized labor. (New York: Harper. 1957 Pp. xxv, 
237. $3.50.) 
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Kreinen, M. E., Lansrno, J. B. ano Morcan, J. N. Analysis of life insurance premiums. 
Rev. Econ. Stat., Feb. 1957. Pp. 9. 

Menverson, M. The flow of funds through the capital market, 1953-55: a progress 
report. Jour. Finance, May 1957. Pp. 8. 

Morcan, E. V. anno Tayror, C. The relationship between the size of joint stock companies 
and the yield of their shares. Economica, May 1957. Pp. 12. 

Pras, S. J. The financial experience of giant companies. Econ. Jour., June 1957. Pp. 16. 

Scanion, J. J. Long-range outlook for financing. Jour. Finance, May 1957. Pp. 7. 

Suartro, E. The market for corporate securities: a progress report, Jour. Finance, May 
1957. Pp. 12. 
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Business Organization; Managerial Economics; Marketing; Accounting 

ApeiMan, M. A. The “product” and “price” in distribution. Am. Econ. Rev., Proceedings, 
May 1957. Pp. 8. 

BauMoL, W. J. On the role of marketing theory. Jour. Marketing, Apr. 1957. Pp. 6. 

BercstréM, A. Produktionsplanering i modern industri. Ekon. Samfundets Tids., 1957, X 
(1). Pp. 14. 

Boscu, J. Recente literatuur over de automatie. De Economist, Mar. 1957. Pp. 35. 

Brozen, Y. The economics of automation. Am. Econ. Rev., Proceedings, May 1957. Pp. 12 

Fiorence, P. S. New measures of the growth of firms. Econ. Jour., June 1957. Pp. 5. 

Hoiranper, S. C. Theoretical implications of empirical research on retail pricing. Am. Econ 
Rev., Proceedings, May 1957, Pp. 14. 

Hucues, J. D. ano Pottarp, S. Gross margins in retail distribution. Oxford Econ. Papers, 
Feb. 1957. Pp. 13. 

Jack, A. B. The channels of distribution for an innovation: the sewing-machine industry 
in America, 1860-1865. Explor. Entr. Hist., 1957. LX (3). Pp. 29. 

Marre!, R. B. Mathematical models, values of parameiers, and the sensitivity analysis of 
management-decision rules. Jour. Marketing, Apr. 1957. Pp. 9. 

Menren, G. L. The changing structure of the food market. Jour. Farm Econ., May 1957 
Pp. 14. 

Moos, S. The scope of automation. Econ. Jour., Mar. 1957. Pp. 14. 

Oakes, R. H. Resale price maintenance in Chicago, 1953-55. (A study of three products.) 
Jour. Bus. Univ. Chicago, Apr. 1957. Pp. 22. 

PLANCHARD, J. Le marché américain en évolution. Annales de Sci. Econ. Appliquées, May 
1957. Pp. 8. 

Remmuineo, G. Automation als technisches und soziales Problem. Schmollers Jahrb., 1957, 
LXXVII (2). Pp. 22. 

Worr, J. Entrepreneurs et firmes. Ford et Renault de leurs débuts 4 1914. Rev. Econ., 
Mar. 1957. Pp. 27. 


Industrial Organization; Government and Business; Industry Studies 


Barna, T. The replacement cost of fixed assets in British manufacturing industry in 1955 
(With discussion.) Jour. Royal Stat. Soc., 1957, CX.X (1). Pp. 47. 

Bonsricut, J. C. Two partly conflicting standards of reasonable public utility rates. Am 
Econ., Rev., Proceedings, May 1957. Pp. 8. 

Carter, J. P. Personal discrimination in transportation: a European technique, Am. Econ 
Rev., June 1957. Pp. 9. 

Cravero, P. La nazionalizzazione delle imprese in Gran Bretagna. (With English summary.) 
Riv. Internaz. di Sci. Econ. e Com., Jan. 1957. Pp. 23 

Darrett, N. The use of reorganization techniques in corporate acquisitions. Harvard Law 
Rev., May 1957. Pp. 56. 

Dearinc, C. L. Toll road rates and highway priciny. Am. Econ. Rev., Proceedings, May 
1957. Pp. 12. 

FernAnprz Pirra, J. M. Un interesante efecto de la concentracién industrial sobre la 
economia de la empresa y sus instituciones econdmico juridicas. Rev. de Econ. Pol., 
June-Dec. 1956. Pp. 12. 

Freeptann, F. Merger and consolidation of New York business corporations: history of 
enabling legislation, 1776-1956. Fordham Law Rev., winter, 1957. Pp. 30. 

Friepianp, S. Turnover and growth of the largest industrial firms, 1906-1950. Rev. Econ 
Stat., Feb. 1957. Pp. 5. 

Gasie, R. W. Electric utilities and their regulation in Iran. Land Econ., May 1957. Pp. 12 
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Grorce, J. J. ano Rytey, T. W. The New Jersey turnpike. Land Econ., May 1957. Pp. 11. 

Gragser, M. G. A critique of public power policies. Am. Econ. Rev., Proceedings, May 
1957. Pp. 9. 

Harrityt, E. R. Fundamental concepts for rates and rate structures for reimbursable federal 
projects and programs. Fed. Accountant, Dec. 1956. Pp. 10. 

Hawkins, E. K. Investment and the demand for electricity. Oxford Econ. Papers, Feb. 
1957. Pp. 16. 

Hearty, K. T. Discriminatory and cost based railroad pricing Am. Econ. Rev., Proceedings, 
May 1957. Pp. 11. 

Hertesower, R. B. Barriers to new competition. (Review article.) Am. Econ. Rev., June 
1957. Pp. 9. 

Mass distribution: a phase of bilateral oligopoly or of competition? Am. Econ. 

Rev., Proceedings, May 1957. Pp. 12. 

Hitis, H. W. The economic advantages of electricity supply by public utilities and who 
gets them. Land Econ., May 1957. Pp. 8. 

Horner, R. C. The role of the courts in public utility regulation as exemplified in Oregon. 
Land Econ., Feb. 1957. Pp. 46. 

Housstaux, J. Le concept de “quasi-intégration” et le réle des soustraitants dans Vindus- 
trie, Rev. Econ., Mar. 1957. Pp. 27. 

Jonnson, F. A. The law of sports: the unique performer's contract and the antitrust laws. 
Antitrust Bull., Jan. 1957. Pp. 16. 

Kaun, A. E. Economic and legal approaches to antitrust: an attempt to clarify the issues. 
Antitrust Bull., Jan. 1957. Pp. 14. 

Kaysen, C. The social significance of the modern corporation. Am. Econ. Rev., Proceed- 
ings, May 1957. Pp. 9. 

Kennepy, J. Development of postal rates: 1845-1955. Land Econ., May 1957. Pp. 20. 

-. Structure and policy in postal rates. Jour. Pol. Econ., June 1957. Pp. 14. 

LanzitLoti, R. F. Competitive price leadership—a critique of price leadership models. 
Rev. Econ. Stat., Feb. 1957. Pp. 10. 

LatHaM, E, Anthropomorphic corporations, elites, and monopoly power. Am. Econ. Rev., 
Proceedings, May 1957. ?p. 8 

Lazer, W. Price determination in the Western Canadian garment industry. Jour. Indus. 
Econ., Mar. 1957. Pp. 13. 

Lerner, J. Capital costs of private vs. public power for AEC: a review. Land Econ., May 
1957. Pp. 14. 

Levi, E. H. The monopoly problem as viewed by a lawyer. Am. Econ. Rev., Proceedings, 
May 1957. Pp. 10 

MacDonarp, M. anno Kay, J. M. Electricity in the North of Scotland. A rejoinder by 
D. L. Munsy. Scot. Jour. Pol. Econ., Feb. 1957. Pp. 11. 

Marxnam, J. W. Merger policy under the new section 7: a six-year appraisal. Virginia 
Law Rev., May 1957. Pp. 40. 

Merton, L. J., Jr. An integrated approach to the transportation problem. So. Econ. Jour., 
Apr. 1957. Pp. 22. 

Mova Lépez, E. En torno a la industria cinematografica. Rev. de Econ. Pol., June-Dec. 
1956. Pp. 97. 

Natesan, L. A. Das Transportsystem Indiens als Voraussetzung der wirtschaftlichen Ent 
wicklung des Landes. Zeitschr. f. die ges. Staatswiss., 1957, CXIII (1). Pp. 25. 

Norris, K. P. The costing of investment decisions. Jour. Indus. Econ., Mar. 1957. Pp. 12 

Pactiart, M. Problemi economico-tecnici dell’energia nucleare. (With English summary.) 
Riv. Internaz. di Sci. Econ. e Com., Mar. 1957. Pp. 17. 


Parkinson, J. R. Ship wastage: rates. Jour. Royal Stat. Soc., 1957, CXX (1). Pp. 13. 
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Pecrum, D. F. Investment in the railroad and other transportation industries under regu- 
lation. Am. Econ. Rev., Proceedings, May 1957. Pp. 14. 

Ricumonp, S. B. Interspatial relationships affecting air travel. Land Kcon., Feb. 1957. 
Pp. 9. 

Scumuivt, G. Government corporations in the U.S.A. Indian Jour. Econ., Oct. 1956. Pp. 8. 

SHANKLEMAN, E. The growth of the electricity supply industry. A study of the main 
sources of demand for electricity in Britain. Westminster Bank Rev., Feb. 1957. Pp. 3. 

SILBERMAN, C. E. Coming assault on bigness. Fortune, June 1957. Pp. 3+. 

Stockinc, G. W. and Muetrer, W. F. Business reciprocity and the size of firms. Jour. 
Bus. Univ. Chicago, Apr. 1957. Pp. 23. 

TypouTt, R. A. The economics of nuclear power. Am. Econ. Rev., Proceedings, May 1957 
Pp. 10. 

Wiynnotps, H. W. J. The use of motor vehicles in the Union of South Africa. Fin. and 
Trade Rev., Jan./Feb. 1957. Pp. 18. 

Witnartm, H. ano Kutuavy, E. La riprivatizzasione “elle imprese statali attraverso le 
“Volksakticn.” (With English summary.) Riv. Internaz. di Sci. Econ. e Com., Feb. 1957. 
Pp. 8. 

Acquisition of industrial and commercial equipment through leasing arrangements. Yale 
Law Jour., Apr. 1957. Pp. 20. 

Bills to amend the Clayton Act. Fed. Res. Bull., Mar. 1957. Pp. 4 

Public enterprise in Australia. Pub. Admin. (Australia), Mar. 1957. Pp. 102 


Land Economics; Agricultural Economics; Economic Geography; Housing 


Beckett, W. H. The present state of agricultural co-operatives in the United Kingdom. 
Westminster Bank Rev., Feb. 1957. Pp. 3. 

Brack, J. D. Observations on the agriculture of Argentina. Jour. Farm Econ., May 1957 
Pp. 10. 

Canvier, W. A modified simplex solution for linear programming with variable prices 
Jour. Farm Econ., May 1957. Pp. 20. 

Cocurane, W. W. An appraisal of recent changes in agricultural programs in the United 
States. Jour. Farm Econ., May 1957. Pp. 15. 

The market as a unit of inquiry in agricultural economics research. Jour 

Farm Econ., Feb. 1957. Pp. 19 

Corer, FE. S. Determining the relative economy of home-produced and purchased milk 
Jour. Farm Econ., Feb. 1957. Pp. 7 

Davis, J. H. Policy implications of vertical integration in United States agriculture. Jour 
Farm Econ., May 1957. Pp. 12 

Desat, M. B. Struktur- und Produktivitatsprobleme der indischen Landwirtschajt, Zeitschir 
f. die ges. Staatswiss., 1957, CXIII (1). Pp. 10 

Eoner, b. Die Industrialisierung lindlicher Gebiete. Jahrb. {. Nationalék. und Stat., Mar 
1957. Pp. 24 

Fever, FE. Farmer debtor relief: a case study. Jour. Farm Econ., May 1957. Pp. 17 

Gittincer, P. Rent reduction and tenure security in Free Viet Nam. Jour. Farm Econ, 
May 1957. Pp. 12. 

Gray, R. W. Caricature and the orientation of agricultural economics. Jour. Farm Econ., 
Feb. 1957. Pp. 7. 

Griticnes, Z. Specification bias in estimates of production functions. Jour. Farm Econ, 
Feb. 1957. Pp. 13 

Heavy, E. O. Organization activities and criteria in obtaining and fitting technical pro 
duction functions. Jour. Farm Econ., May 1957. Pp. 10 
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Hutton, R. F. ann Artison, J. R. A linear programming model for development of feed 
formulas under mill-operating conditions, Jour. Farm Econ., Feb. 1957. Pp. 18. 

Jonnson, G. L. Agricultural economics, production economics and the field of farm man- 
agement. Jour. Farm Econ., May 1957. Pp. 10 

Karan, P. P. Land utilization and agriculture in an Indian village. Land Econ., Feb. 1957. 
Pp. 10. 

Katorrv, V. Agricultural labor force in the USSR. Jour. Farm Econ., Feb. 1957. Pp. 12. 

Muetier, W. F. A comment on the FTC's report on mergers with special reference to 
dairy mergers. Jour. Farm Econ., Feb. 1957. Pp. 13. 

Putersaucnu, H. L., Keneserc, E. W. anv Dunwar, J. O. Analyzing the solution tableau 
of a simplex linear programming problem in farm organization. Jour. Farm Econ., May 
1957. Pp. 12 

Rojo, A. S. Econometric models for the dairy industry. Jour. Farm Econ., May 1957. 
Pp. 16 

Sxovcaarp, Landbrugets tilpasning til skiftende pkonomiske vilkdr. Nationalgk. Tids., 
1957, XCV (1-2). Pp. 17. 

Snoporass, M. M. anv Frencu, C. E. Simplified presentation of “transportation-problemi 
procedure” in linear programming. Jour. Farm Econ., Feb. 1957. Pp. 12. 

Terser, L. G. The support program and the stability of cotton prices. Jour. Farm Econ., 
May 1957. Pp. 11. 

WikGMANN, F. H. Farm income—a confused picture. Jour. Farm Econ., May 1957. Pp. 12. 


Labor Economics 


Barkin, S. Labour relations in the United States textile industry. Internat. Lab. Rev., 
May 1957. Pp. 21 

Carpon ve Licutsuer, D, Notes sur la participation des travailleurs a la gestion des 
entreprises. Annales de Sci. Econ. Appliquées, Mar. 1957. Pp. 34. 

Cranke, R. O. The dispute in the British engineering industry 1897-98: an evaluation. 
Economica, May 1957. Pp. 10 

evan, W. M. Social structure, trade unionism,:and consumer cooperation. Indus. Lab. Rel. 
Rev., Apr. 1957. Pp. 8 

Fiexner, J. A. ano Ritter, A. S. Experience with development areas in Great Britain. 
Mo. Lab. Rev., May 1957. Pp. 8. 

Ginson, I. F. The revision of the jute wages-structure. Scot. Jour. Pol. Econ., Feb. 1957. 
Pp. 14 

Givent, G. Bargaining units and labor organization in Italy. Indus. Lab. Rel. Rev., Apr. 
1957. Pp. 16 

Hammett, R. S., SetMan, J. anp Lonvon, J. The slowdown as a union tactic. Jour. Pol 
Econ., Apr. 1957. Pp. 9. ’ 

Hart, P. E. ano Pueces Brown, E. H. The sizes of trade unions: a study in the laws of 
aggregation. con. Jour., Mar. 1957. Pp. 15. 

Heruity, A. J. anv Moepe, H. H. Analysis of work stoppages during 1956. Mo. Lab. 
Rev., May 1957. Pp. 7. 

Hutton, G. W. The British truck system in the nineteenth century. Jour. Pol. Econ., June 
1957. Pp. 20 

Kuun, J. W. The demands of politics and job-centered unions. Pol. Sci. Quart., Mar. 
1957. Pp. 20 

Lester, R. A. Reflections on collective bargaining in Britain and Sweden. Indus. Lab. Rel. 
Rev., Apr. 1957. Pp. 27. 

Lorwin, L. L., Srernsacn, A. L., BRAUNTHAL, A. AND OTHERS. 17 articles on current issues 
in international labor relations. Edited by J. P. Winpmu rer. Annals Am. Acad. Pol. 
Soc. Sci., Mar. 1957. Pp. 181. 
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Lorwin, V. R. Reflections on the history of the French and American labor movements. 
Jour. Econ. Hist., Mar. 1957. Pp. 20. 

Macvonatp, W. D. ano otners. New England labor and labor problems. Mo. Lab. Rev., 
Mar. 1957. Pp. 52. 

Mepvin, N. Employment problems of older workers. Soc. Sec. Bull., Apr. 1957. Pp. 7. 

Meinnoip, H. Internationale Arbeiterwanderung. Finanzarchiv, 1957, XVII (3). Pp. 14 

Mtyrca Montoya, E. Los salarios en la economia nacional. Investigacion Econ., 1956, 
XVI (4). Pp. 38. 

Nye, R. J. The status of the collective labor agreement in France. Mich. Law Rev., Mar 
1957. Pp. 34. 

Pets, P. S. The “Labour Foundation” in the Netherlands. Internat. Lab. Rev., May 1957 
Pp. 13. 

Puevrs, O. W. A structural model of the U.S. labor market. Indus, Lab. Rel. Rev., Apr 
1957. Pp. 22. 

Prosperetti, U. Preliminari sull’autonomia sindacale, Annali Fac. di Sci. Pol. Econ. e Com., 
1955-56, (4). Pp. 16. 

Roperts, B. C. Towards a rational wages structure. Lloyds Bank Rev., Apr. 1957. Pp. 13 

SamueEts, N. J. Effects of the $1 minimum wage in seven industries. 1 and II. Mo. Lab 
Rev., Mar. and Apr. 1957. Pp. 6; 6. 

Suuttz, G. P. The Massachusetts choice-of-procedures approach to emergency disputes 
Indus. Lab. Rel. Rev., Apr. 1957. Pp. 16. 

Stets, W. Vocational guidance in the Federal Republic of Germany. Internat. Lab. Rev., 
Apr. 1957. Pp. 16. ; 

Tueovore, R. Layoff, recall, and work-sharing procedures—IV. Mo. Lab. Rev., Mar. 1957 
Pp. 7. 

Tumin, M. M. ano Fetpman, A. S. Theory and measurement of occupational mobility 
Am. Soc. Rev., June 1957, Pp. 7. 

Wacner, H. M. A unified treatment of bargaining theory. So. Econ. Jour., Apr. 1957 
Pp. 9 

Wray, J. V. C. Trade unions and young workers in Great Britain. Internat. Lab. Rev., 
Apr. 1957 Pp. 15. 

Age as a factor in the employment process. Employment Sec. Rev., Apr./May 1957. Pp. 44 

The influx of young people into the employment market in Western and Northern Europe 
Internat. Lab. Rev., Apr. 1957. Pp. 19. 

Nonproduction workers in factories, 1919-56. Mo. Lab. Rev., Apr. 1957. Pp. 6 

Recent developments in the reduction of hours of work in Europe. Internat. Lab. Rev, 
May 1957. Pp. 11. 

Unions as juridical persons. Yale Law Jour., Apr. 1957. Pp. 39 

Who were the insured unemployed in 1956? Lab. Mark. and Empl. Sec, Mar.-Apr. 1957 
Pp. 6 


Population; Welfare Programs; Standards of Living 


Birxey, W. J. Government and the consumer interest. Am. Econ. Rev., Proceedings, May 
1957. Pp. 13 

Brown, J. D. Social insurance: a problem in institutional economics. Am. Econ. Rev., 
Proceedings, May 1957. Pp. 8. 

GrrarD, A. AND Bastipe, H. Niveau de vie et répartition professionnelle: enquéte sur 
Vinformation et les attitudes du public. Population, Jan.-Mar. 1957. Pp. 34 

Linppercer, L. The reform of the pensions scheme and saving. Skandinav. Bank. Quart 
Rev., Apr. 1957. Pp. 6. 
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Mexreiam, I. C. Trends in public welfare and their implications. Am. Econ. Rev., Proceed- 
ings, May 1957. Pp. 13 

Nove, A. ano Newtn, J. A. Changes in the Soviet population. Bull. Oxford Univ. Inst. 
Stat., Feb. 1957. Pp. 12. 


Peessat, R. La population agricole en France: structure actuelle et prévisions jusqu’en 
1966. Population, Jan.-Mar. 1957. Pp. 20. 


Sovant, N. V. Bevélkerungsstruktur und Bevodlkerungswachstum Indiens. Zeitschr. die 
ges. Staatswiss., 1957, CXIII (1). Pp. 7. 


Wittarp, J. W. Family allowances in Canada. Internat. Lab. Rev., Mar. 1957. Pp. 23. 


Report of a Commission on National Pensions in Denmark. Internat. Lab. Rev., Apr. 1957 
Pp. 15. 


Related Disciplines 


bioom, C. C. Economic understanding: how? Am. Econ. Rev., Proceedings, May 1957 
Pp. 11. 

Lewis, B. W. Economic understanding: why and what. Am. Econ. Rev., Proceedings, 
May 1957. Pp. 18. 

Myeoat, G. Il rapporto tra la teoria e la politica sociale. (With English summary.) L’in- 
dustria, 1957, I. Pp. 43. 

Waoner, L. E., Hancuer, V. M. anv otters. Ten short articles on economic education 
in the universities, colleges and secondary schools. Iowa Bus. Digest, Winter 1957. Pp. 39 
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NOTES 


A standing Committee on Academic Freedom and Civil Liberties has been established 
by the Executive Committee of the American Economic Association. Professor Morris A 
Copeland, president of the Association, has appointed Richard B. Heflebower (North- 
western University) for a one-year term, Howard Bowen (Grinnell College) for a two- 
year term, and Fritz Machlup (Johns Hopkins University) for a three-year term as mem 
bers, with the last named as chairman. 

The Committee will not take upon itself any of the functions for which the American 
Association of University Professors was established. For example, investigations of termi- 
nations of appointments in violation of tenure rules are clearly beyond the scope of the 
Committee; but in its periodical reports the Committee may communicate to the Execu- 
tive Committee and the members of the American Economic Association the findings and 
actions of the A.A.U.P. as far as they concern teachers of economics. The Committee is 
prepared to receive information from members of the AEA about infringements of aca 
demic frecdom and civil liberties affecting economists of which they may have first-hand 
knowledge. Instances of improper pressure by university authorities or outside groups 
concerning appointments or terminations of appointments of economists, concerning the 
adoption or rejection of textbooks and reading materials for instruction in economics, or 
similar interferences may be brought to the attention of the Committee. 

President Copeland announces that the Association has received two grants of funds: 

1. A grant of $9,000 from the Carnegie Corporation for three years to make possible 
attendance of members of the American Economic Association at scholarly meetings held 
in foreign countries. 

2. A grant of $13,000 from the Rockefeller Foundation to finance the publication of a 
series of survey articles in the American Economic Review over a period of four years. 
Authors of the proposed articles will review and appraise recent contributions with respect 
to selected areas or topics, work on which has been especially active. The Board of Edi 
tors, who will make the selection of subjects and authors, welcome suggestions 


SEVENTIETH ANNUAL MEETING OF THE AMERICAN 
ECONOMIC ASSOCIATION 


Sheraton Hotel, Philadelphia, Pennsylvania, December 28-30, 1957 


Preliminary Announcement of the Program, July 17, 1957 
Friday, December 27, 1957 


6:30 P.M. Executive Committee Dinner Meeting 


Saturday, December 28, 1957 


9:00 A.M. AGENDA ror A NATIONAL Monetary COMMISSION 
Chairman: To be announced 
Papers: The Financial Structure 
Hersert Stein, Committee for Economic Development 
The Monetary Standard 
James W. AnceELL, Columbia University 
The Role and Control of Monetary Policy 
Epwarp M. Bernstein, International Monetary Fund 
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2:30 P.M 


5:00 P.M 
8:00 P.M. 


9:00 AM 


THE AMERICAN ECONOMIC REVIEW 


Discussants: A. N. McLeov, Toronto-Dominion Bank 
Joun G. Gurvey, Brookings Institution 


PetTROLEUM AND NATURAL GAS AND THE PUBLIC INTEREST 
Chairman: Ben W. Lewts, Oberlin College 
Papers: Prices, Costs and Conservation in Natural Gas 

Joe, B. Dmram, University of Connecticut 

Prices, Costs and Conservation in Petroleum 

james R. Netson, Amherst College 

Discussants: Leste Cooxennoo, Jr., The Rice Institute 
Joun W. Boarwricnt, Standard Oil Company of Indiana 


State AND Pusric FrNance 
Chairman: Ricrrarp A. Muscrave, University of Michigan 
Papers: The Role of Major Metropolitan Centers in State and Local Finance 
Harvey Brazer, University of Michigan 
Outlook for Fiscal Needs and Resources of State and Local Gov 
ernments 
Ricuarp Netzer, Federal Reserve Bank of Chicago 
Discussants: Lyte C. Frren, Institute of Public Administration 
Water W. Herter, University of Minnesota 


Vesien CENTENARY ROUNDTABLE 
Chairman: To be announced 
Papers: The Force and Impact of Veblen 
Joserm Dorrman, Columbia University 
To be announced 
Autan G. Grucny, University of Maryland 
To be announced 
Tsavor Lirpin, Industrial Commissioner, New York State 
Veblen’s Critique of the American Economy 
Pau. M. Sweezy, Cambridge, Massachusetts 


Current Economic Questions RELATING TO WESTERN EUROPE 
Chairman: To be announced 
Papers: The Lessons from Benelux and the Coal and Steel Community for 
the European Common Market and Free Trade Area Proposals 
RayMOND F. University of Oregon 
Additional papers and discussants to be announced 


Cocktail Hour 

ECONOMICS IN THE UNION OF Soviet SOCIALIST REPUBLICS 
Chairman: To be announced 

Papers: To be announced 


Sunday, December 29, 1957 


INCOME AND CONSUMPTION 
Chairman: Frank A. Hanna, Duke University 
Papers: The Incomes of Individuals and the Structure of the Consumer Unit 
Dorotuy Brapy, University of Chicago 
Factors Associated with Income Variability 
Raven B. Bristor, Jr., University of Michigan 
Changes in Concepts of Income Adequacy over the Last Century 
Heten H. Lamate, Bureau of Labor Statistics 
Discussants: To be announced 
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2:30 P.M. 


8:00 P.M. 


NOTES 813 


I. Economic Proyections; Il. A Statistica CONTRIBUTION TO PRICE 
THEORY 
Chairman: To be announced 
Papers: Economic Projections—Tools of Economic Analysis and Decision 
Making 
Gernarp National Planning Association 
A Theory of Anticipatory Prices 
Hoisrook Workinc, Food Research Institute, Stanford Uni 
versity 
Discussants: To be announced 


TRENDS IN CAPITAL INVESTMENT AND CAPACITY 
Chairman: Martin R. Gainssrucn, National Industrial Conference Board 
Papers: Capacity Utilization and the Rate of Profitability in Manufacturing 
WittiaM Eut er, Chase Manhattan Bank, New York City 
Review of Recent Ustimates of Capital Coefficients in Manufac 
turing 
Daniet CreEaAMeR, National Industrial Conference Board 
Discussants: Erxtc Scuirr, Machinery & Allied Products Institute 
Ropert C. Wasson, U. S Department of Commerce 


MEASURING PRODUCTION IN THE U.S.S.R. 
Chairman: Carvin Hoover, Duke University 
Papers: Soviet Agricultural Output 
Grorce Kuznets, University of California 
Industrial Growth in the Soviet Union 
G. Warren Nutter, University of Virgihia 
Soviet Transportation Development: A Comparison with the United 
States 
Ernest WittiaMs, Columbia University 


Discussants: D. Gate Jounson, University of Chicago 
Hans HeyMann, Jr., The Ranp Corporation 
Hunter, Haverford College 


Monetary ANALYSIS AND THE FLow oF FuNnpDs 
Chairman: Henry C. Murpuy, International Monetary Fund 
Papers: A Cyclical Model for Postwar U. S. Financial Markets 
Joun C. Dawson, Grinnell College 
An Analytical Interpretation of the Flow-of-Funds Accounts 
STerHeN Taytor, Board of Governors of Federal Reserve System 
Discussants: ALaN GREENSPAN, Townsend-Greenspan and Company, Inc 
Pau Simpson, University of Oregon 


FuRTHER EXPLORATIONS IN Prick THeory 
Chairman: To be announced 
Papers: The Uses of Diversity: Competitive Bearings of Diversity between 
Firms in Cost and Demand Functions 
Joun M. Crark, Columbia University 
Excursion into the Field of Cost Accounting from the Basis of the 
Law 
Watton Hamixton, Arnold, Fortas & Porter 
Discussants: To be announced 


PRESIDENTIAL ADDRESS 
Chairman: Sumner Svicuter, Harvard University 
Presidential Address: To be announced 

Morris A. Core.ano, Cornell University 
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9:00 A.M. Democracy Trape UNnionism 
Chairman: To be announced 
Papers: Some Efforts at Democratic Union Participation 
Benjamin D. Seca, Fund for the Republic 
Some Requirements for Union Democracy 
Joe Sewman, University of Chicago 
The Usefulness of Law in Obtaining Union Democracy 
Criype W. Summers, Yale University Law School 
Discussant: ArtuHur J. Goipserc, General Counsel, Industrial Union De- 
partment, AFL-CIO 


AGRICULTURAL Parity 
Chairman: Joun D. Brack, Harvard University 
Papers: “Parity Price,” A Case Study: The Concept of a Solution to an 
Economic Problem 
RUTLEDGE VINING, University of Virginia 
Parity Re-examined 

O. V. Wetts, U. S. Department of Agriculture 
Discussant: Vincent W. Biaven, University of Toronto 
Additional discussant to be announced 


A Critica, EVALUATION O¥ PuBLIC REGULATION BY INDEPENDENT ComMMIs- 
SIONS 
Chairman: Horace M. Gray, University of Illinois 
Papers: The Role of Competition in the Regulated Industries 
Water Apams, Michigan State University 
The Protective Functions of Commission Regulation 
Lucite Suerrarp Keyes, Washington, D.C. 
The Economic Planning Function under Public Regulation 
Oxps, Energy Research Associates 
Discussants: To be announced 


12:30 P.M. Joint Luncheon with the American Finance Association 
Chairman: To be announced 
Address: To be announced 


2:30 P.M. Is Anotrner Mayor Business ConTRACTION LIKELY ? 
Chairman: To be announced 
Papers: The Money Economy and Business Contractions 
Asner AcuHInsteIn, Legislative Reference Service, Library of 
Congress 
Postwar Cyclical Experience and Economic Stability 
Bert G. Hickman, The Brookings Institution 
Discussant: V. Lewis Basste, University of Illinois 
Additional discussant to be announced 


SeLectep Parers—American Economic Association Competition 
Chairman: Rutu P. Macx, National Bureau of Economic Research 
Papers: To be announced 

Discussant: Donato F. Gorvon, University of Washington 
Additional discussant to be announced 


Statistica, Cost Functions (Joint session with the Econometric Society) 
Chairman, papers, and discussants to be announced 


5:00 P.M. Business Meeting 
6:00 P.M. Executive Committee Dinner Meeting 
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FELLOWSHIPS AND GRANTS 


The John Hay Whitney Foundation has announced Opportunity Fellowships, competi- 
tion for which is open to any citizen of the United States and its territories who has 
given evidence of special ability and who has not had full opportunity to develop his 
talents because of arbitrary barriers, such as racial or cultural background or region of 
residence. The fellowships are open not only for graduate academic study but for any 
kind of training or experience (journalism, industry, labor, the arts, and so forth) which 
may be useful in developing varied talents and forms of leadership. Awards normally 
range from $1,000 to $3,000. Completed applications must be filed not later than No- 
vember 30. Communications may be addressed to Opportunity Fellowships, John Hay 
Whitney Foundation, 630 Fifth Avenue, New York 20, N. Y. 


The Washington Office of the Social Science Research Council has been closed and the 
administration of the Council fellowships and grants has been transferred to the main 
office at 230 Park Avenue, New York 17, N. Y. 

The Council is again offering during the coming year predoctoral and postdoctoral re 
search training fellowships, faculty research fellowships and grants-in-aid of research in 
all fields of social science. In addition, several special programs of fellowships and re- 
search grants are being continued. Two new programs—senior research awards in Ameri- 
can governmental affairs and grants for research on the Near and Middle East have been 
initiated. A descriptive circular and application forms will be available on request about 
the Ist of October. The earliest closing date for applications will be November 1. In- 
quiries should be directed to the New York address of the Council given above 


ANNOUNCEMENTS 


The Roper Public Opinion Research Center has been established at Williams College. 
Its main function is to make the Roper survey materials available for teaching and re 
search purposes. The Center contains the raw materials of more than 600,000 interviews, 
dating from 1938, conducted by the Roper organization for Fortune Magazine and various 
American industries. Accredited individuals may obtain statistical summaries of Roper 
data. In cases of minor research projects, the tabulations are made at the Center. When 
the magnitude and complexity of the research warrant it, the Center loans duplicate sets 
of materials for a stipulated period of time. Requests for materials should be made to 
Philip K. Hastings, director, Roper Public Opinion Research Center, Williams College, 
Williamstown, Massachusetts. 


The recently established Malayan Economic Society is publishing the Malayan Economic 
Review, formerly sponsored by the University of Malaya Economics Society. The editor 
and the editorial board propose to continue a policy of encouraging discussion of the 
economic problems of Malaya and also plan to initiate a section of economic statistics 
with interpretations of their significance. The charge for the Review is M$3.00 an issue or 
M$6.00 for two issues a year. Communications about the Review should be addressed to 
the Editor, You Poh Seng, Malayan Economic Review, University of Malaya, Singapore 10 


The Naval Research Logistics Quarterly now in its fourth year of publication, invites 
scholars interested in the general field of logistics to submit manuscripts for publication 
The journal is devoted to the dissemination of scientific information in logistics and will 
publish research and expository papers in the areas of mathematics, statistics, and eco- 
nomics relevant to logistics operations. Manuscripts should be sent to the Managing Editor, 
Naval Research Logistics Quarterly, Office of Naval Research, Washington 25, D.C. 


The Committee for Economic Development is holding a competition of ideas on “What 
is the most important economic problem which will face the United States in the next 
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twenty years.”’ The competition will be open to anyone in the free world who wishes to 
enter except a few groups specified in the Rules and Regulations. Papers to be submitted 
must not exceed 2,000 words, must be in English and must be submitted by the end of 
October 1957. Winners of the SO prizes of $500 each will be announced early in 1958. 
Copies of the Rules and Regulations may be obtained from the Committee for Economic 
Development, 444 Madison Ave., New York 22, N. Y. 


The Metropolitan Economic Association has elected the following officers for the year 
1957-58: William A. Berridge, Metropolitan Life Insurance Company, president; Robert 
D. Liter, College of the City of New York, vice president; Harold B. Ehrlich, Rutgers 
University, secretary; Edward Marcus, Brooklyn College, treasurer 


The headquarters office of the American Council of Learned Societies has been trans- 
ferred to New York City, in the Carnegie Endowment International Center, 345 East 
46th Street. The newly appointed president, Frederick Burkhardt, will be at the New 
York headquarters office. J. F. Wellemeyer, who has been acting as executive director of 
the ACLS, is now director of the Washington office. 


Visiting Foreign Scholars 

Trygve M. Haavelmo, of the University of Oslo, Norway, has been appointed Ford 
Foundation visiting research professor of economics at the University of Chicago. 

Lachlan McGregor, of Melbourne University, is visiting lecturer in the College of 
Commerce and Business Administration, Department of Economics, University of Illinois 

Geoffrey Maynard, lecturer at University College, Cardiff, Wales, is spending the current 
academic year in the department of political economy, Johns Hopkins University. 

Michael V. Posner, of the Institute of Statistics, Oxford University, has been appointed 
visiting lecturer in economics at Wesleyan University. 

Kakkadan Nandanath Raj, of the Delhi School of Economics, will be visiting professor 
in the department of political economy, the Johns Hopkins University, in the second term 
of the current academic year 

Mataji Umemura, of Hitotsubashi University, Tokyo, is a research fellow in the depart- 
ment of political economy, the Johns Hopkins University. 


Deaths 


William Adams Brown, Jr., senior staff member of the Brookings Institution, died 
April 19, 1957 

Joseph W. Charlton, professor of economics and business, Grinnell College, died January 
31, 1957. 

Harold J. Plous, of Santa Barbara, California, died May 2, 1957. 

Ralph B. Tower, professor of economics and chairman of the department of economics, 
West Virginia University, died April 29, 1957. 


Appointments and Resignations 


Owen F. Aldis has been appointed instructor in economics at Yale University. 

Alec P. Alexander, of the University of California, is assistant professor of economics 
at Northwestern University in the current academic year. 

Kenneth O. Alexander has been promoted to assistant professor of economics in the 
Labor and Industrial Relations Center of Michigan State University 

Marcus Alexis, formerly of the University of Minnesota, has accepted an appointment as 
assistant professor at Macalester College, St. Paul. 


4 
4 


NOTES 817 


Anker V. Andersen has been named instructor at the University of Minnesota. 

Vojtech E. Andie has been appointed assistant professor of economics at the University 
of Pittsburgh. 

Kenneth R. Andrews has been appointed professor of business administration in the 
Harvard Graduate School of Business Administration. 

Eric Axilrod has been appointed acting assistant professor of business administration in 
the School of Business Administration of the University of California, Los Angeles 

Raymond Bailey has been promoted to assistant professor in the department of agricul 
tural economics of Ohio State University. 

John M. Baitsell has been appointed research associate in business administration in the 
Harvard Graduate School of Business Administration 

LeRoy A. Baker has been appointed instructor in accounting in the School of Business, 
University of Kansas. 

John R. Bangs, formerly at Cornell University and then the Budd Company, Phila 
delphia, has been appointed visiting professor of management, University of Florida 

William J. Barber, formerly at Nuffield College, Oxford University, has been appointed 
assistant professor of economics at Wesleyan University. 

Douglas C. Basil, formerly of Northwestern University, has joined the faculty of the 
University of Minnesota as associate professor. 

Raymond A. Bauer has been appointed Ford Foundation Distinguished Research Pro 
fessor in the Harvard Graduate School of Business Administration 

James F. Becker has been promoted from instructor to assistant professor of economics 
in the School of Commerce, New York University. 

Lewis Bell has resigned from the University of Kentucky Bureau of Business Research 
to be the assistant director of purchasing in the Kentucky Department of Finance 

Arthur F. Belote, formerly of the University of Toledo, has been appointed interim 
instructor of management at the University of Florida. 

Charles H. Berry has been promoted to assistant professor of economics at Yale Uni 
versity. 

Robert C. Bingham has been promoted to assistant professor of economics in the 
department of economics of the College of Business Administration, University of Nebraska 

Jacob G. Birnberg has been appointed instructor at the University of Minnesota. 

Mark Blaug has been promoted to assistant professor of economics at Yale University. 

Forrest C. Blood has been named professor of business organization and management 
emeritus of the College of Business Administration, University of Nebraska. 


Clark C. Bloom has been promoted from associate professor to professor of economics 
at the State University of Iowa. 


August C. Bolino has been promoted from instructor to assistant professor of eco- 
nomics at Saint Louis University. 

Alice Bourneuf has been granted a year's leave of absence from Mount Holyoke College 
to be visiting associate professor of economics at the University of California, Berkeley 

Roger L. Bowlby has been appointed instructor in economics at Iowa State University. 

W. Donald Bowles has been appointed instructor in economics at the American Uni- 
versity. 

Iver E. Bradley has been appointed lecturer in economics in the College of Business, 
University of Utah. 

Willem Brand is leaving the United Nations in order to accept a professorship in eco- 
nomics of nonwestern areas at Leyden University, The Netherlands. He wil also be a staff 
member of the Institute of Social Studies, The Hague. 

Floyd S. Brandt has been appointed instructor in business administration in the Harvard 
Graduate School of Business Administration. 
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Ward C. Bray, of the University of Kansas, has accepted a position with Carter Oil 
Company in Tulsa, Oklahoma. 

Harvey E. Brazer, of Wayne University, has been appointed associate professor of eco- 
nomics and research associate in the Institute of Public Administration, University of 
Michigan. 

George F. Break, on leave from the University of California for the academic year 
1957-58, is director of a research project of the National Planning Association. 

John M. Brophy has resigned from the New York State School of Industrial and Labor 
Relations, Cornell University, to become head of the department of business administra- 
tion of the University of Rochester. 

Albert Buckberg has been appointed instructor in economics at Iowa State College. 


Walter Buckingham, Jr., has been promoted to professor of economics in the School of 
Industrial Management, Georgia Institute of Technology. 

John A. Buttrick is on leave from the University of Minnesota to teach at the Uni- 
versity of California, Berkeley, in the current academic year. 

Carl J. Cabe, of the University of Nebraska, is visiting associate professor in the depart- 
ment of economics, University of Illinois 

Emerson T. Cammack has been promoted from instructor to assistant professor in the 
department of economics, University of Illinois. 

Burnham O. Campbell, of Stanford University, has been appointed instructor in the 
department of economics, University of Illinois. 

Robert W. Campbell has been promoted from instructor to assistant professor of eco- 
nomics at the University of Southern California. 


William D. Carmichael has been appointed lecturer in economics at Princeton Uni- 
versity. 

Rocco Carzo, Jr. has been appointed faculty lecturer in management in the School of 
Business, Indiana University. 

Neil Chamberlain has been granted leave from the Graduate School of Business of 
Columbia University to become director of the Ford Foundation’s Program in Economic 
Development and Administration. He will succeed Lloyd G. Reynolds, who has been on 
leave from Yale University during the past two years. 

K. Laurence Chang has been appointed assistant professor of economics at Western 
Reserve University. 

Samuel B. Chase of the University of California, has been appointed instructor in the 
department of economics at the University of Illinois. 


Pao Lun Cheng has been appointed lecturer in economics at Michigan State University. 

Shun-hsin Chou has been appointed associate professor of economics, University of 
Pittsburgh. 

Charles J. Christenson has been appointed instructor in business administration in the 
Harvard Graduate School of Business Administration. 

M. Gardner Clark has been promoted from associate professor to professor in the New 
York State School of Industrial and Labor Relations, Cornell University. 

Joseph Clawson has resigned from the University of California at Los Angeles to accept 
a position with Alderson and Sessions, of Philadelphia. 


John A. Cochran has resigned from the University of Illinois to join the staff of the 
department of economics at Southern Illinois University. 


Edward Coen has been promoted from assistant professor to associate professor at the 
University of Minnesota. 

Robert H. Cole has been appointed associate professor of business organization and 
management in the College of Business Administration, University of Nebraska. 
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Ralph E. Conwell has resigned as head of the department of economics, sociology and 
anthropology but continues as professor of economics at the University of Wyoming. 

Sidney H. Coontz has been appointed associate professor of economics in the College 
of Business, University of Utah. 

Morris A. Copeland has been appointed Robert Julius Thorne professor of economics 
at Cornell University. The chair has been vacant since the retirement of Harold L. Reed. 

Darcy C. Coyle has been appointed assistant professor of business administration in 
the Harvard Graduate School of Business Administration 

Earl C. Crockett has resigned from the University of Colorado to accept the post of 
vice-president at Brigham Young University 

Ira B. Cross, Flood professor of economics, emeritus, received an honorary degree of 
LL.D. from the University of California, Berekley, in June 1957. 

James A. Crutchfield is on leave from the University of Washington in the current 
academic year to be special consultant with the Food and Agricultural Organization of the 
United Nations in East Africa. 

Malcolm M. Davisson is on leave from the University of California in the current 
academic year to be visiting professor at the University of Indonesia 

Merrill H. Devoe has been appointed visiting professor of marketing at the University 
of Kentucky. 4 

Robert Dinman has returned to the University of Florida after spending a year at the 
University of Ceylon on a Fulbright appointment. 

Evsey D. Domar, of the Johns Hopkins University, was visiting professor of economics 
at the Massachusetts Institute of Technology in the 1957 spring semester. 

Laurence P. Dowd, formerly of the University of Washington and for the last two years 
Fulbright lecturer in foreign trade management at Kobe University, Japan, has accepted 
an appointment as lecturer in marketing and foreign trade in the School of Business 
Administration, University of Michigan. 

Edgar S. Dunn, Jr. has returned to the University of Florida after spending a year on 
the staff of Resources for the Future, Washington, D.C. 

Leroy Dunn, of Brown University, has been appointed assistant professor of economics 
at Trinity College. 

Reed R. Durtschi has been appointed assistant professor of economics in the College 
of Business of the University of Utah. 

Warren E. Eastlund has been promoted to lecturer at the University of Minnesota. 

H. C. Eastman has been promoted to assistant professor in the department of political 
economy, University of Toronto. 

J. Eayars has been promoted to assistant professor in the department of political econ- 
omy, University of Toronto. 

Harold Ecker has been appointed to the research and teaching staff of Ohio State Uni- 
versity as instructor in the area of the agricultural policy. 

William W. Ecton has been appointed instructor in accounting at the University of 
Kentucky. 

Robert R. Edminster has been granted leave from the University of Utah to be assistant 
professor of economics at the University of California, Berkeley. 

Alfred L. Edwards has been appointed instructor in economics at Michigan State Uni- 
versity. 

Otto H. Ehrlich has been promoted to professor of economics in the Graduate School of 
Arts and Science at New York University. 

G. A. Elliott has resigned from the University of Toronto to accept an appointment to 
the Tariff Board of Canada, Ottawa. 

James R. Elliott has been promoted to associate professor at Denison University. 
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William Emory has been promoted from associate professor to professor of marketing 
in the School of Business and Public Administration, Washington University. 

Kenneth J. English has been promoted to instructor in business administration in the 
Harvard Graduate School of Business Administration. 

Grover W. Ensley has resigned from his post as executive director of the Congressional 
Joint Economic Committee to become executive vice president of the National Association 
of Mutual Savings Banks. 

John M. Ferguson has retired from teaching in the economics department of the Uni 
versity of Pittsburgh. 

Robert H. Ferguson has been promoted from associate professor to professor in the 
New York State School of Industrial and Labor Relations, Cornell University. 


E. I. Field, recently retired from Bernard Baruch School of Business, City College, is 
teaching at Los Angeles City College in the current academic year. 


Lawrence Fisher has been appointed assistant professor of finance in the School of 
Business, University of Chicago. 


Daniel O. Fletcher has been appointed instructor in economics at the University of 
Michigan 

V. C. Fowke has been appointed Harold Innis visiting research professor in the depart- 
ment of political economy, University of Toronto, for the year 1957-58. 


W. M. Fox has been promoted from assistant professor to associate professor of in- 
dustrial relations and management, University of Florida. 


James B. Foxworth has been appointed research associate in business administration at 
Harvard Graduate School of Business Administration. 


Marvin Frankel has been appointed visiting associate professor of economics at Stan- 
ford University 


William J. Frazer, Jr., formerly economist with the Federal Research Bank of New 
York, has been appointed assistant professor of finance, University of Florida. 


Walter F. Frese has been elected professor of business administration at the Harvard 
Graduate School of Business Administration. 


Milton Friedman, of the University of Chicago, will spend the current academic year 
at the Center for Advanced Study in the Behavioral Sciences, Stanford, California. 


Jack E. Gelfand has resigned from Ithaca College to accept an appointment as assistant 
professor of finance in the School of Business and Public Administration, Temple Uni- 
versity. 


George S. Gibb, of the Harvard Graduate School of Business Administration, has been 
appointed editor of the Business History Review. 


William P. Glade, formerly of the University of Texas, has been appointed instructor in 
economics at the University of Maryland. 


Nicholas A. Glaskowsky, Jr. has joined the faculty of the University of Minnesota as 
a lecturer. 


Ray A. Goldberg has resigned from the Harvard Graduate School of Business Adminis- 
tration 


Leland J. Gordon has resigned from the chairmanship of the department of economics 
of Denison University after serving twenty-six years. He will continued to serve as senior 
professor of economics. 


W. M. Gorman has returned to the University of Birmingham, England, after spending 
the academic year 1956-57 at Iowa State College as visiting professor of econometrics and 
statistics and the summer term at the University of Minnesota teaching economic theory. 


Benjamin Graham has been appointed visiting professor of finance in the School of 
Business Administration, University of California, Los Angeles, for the fall semester. 
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W. R. Graham has been appointed research associate in the department of political econ- 
omy, University of Toronto, for the current academic year. 

Leo Grebler has returned to the National Bureau of Economic Research after serving 
two years on the staff of the Council of Economic Advisers. He has also accepted an ap- 
pointment as adjunct professor in the Graduate School of Business, Columbia University. 

Peter Gregory has been appointed visiting assistant professor of economics at Yale Uni- 
versity. 

Yehuda Grunfeld has been appointed assistant professor of economics at the University 
of Chicago. 

John G. Gurley has been appointed senior staff member of the Brookings Institution. 

Jean C. Halterman has been promoted from assistant professor to associate professor 
of marketing in the School of Business, Indiana University. 

Robert S. Hancock, formerly of the University of Illinois, has been appointed associate 
professor at the University of Minnesota. 

Morrison Handsaker, of Lafayette College, is Fulbright lecturer at the University of 
Sheffield, England, in the current year. 

Einar Hardin has been appointed assistant professor of economics at Michigan State 
University. 

Ada M. Harrison, of Carleton College, has been awarded a national research professor- 
ship by the Brookings Institution. 

D. G. Hartle has been appointed lecturer in the department of political economy, Uni- 
versity of Toronto, for the year 1957-58. 

Cecil B. Haver has been appointed research associate in agricultural economics at the 
University of Chicago. 

Leon E. Hay has been promoted from assistant professor to associate professor of 
accounting in the School of Business, Indiana University . 

Charles H. Hession, of Brooklyn College, has been awarded a national research professor 
ship by the Brookings Institution. 

Ralph W. Hidy has been elected Isidor Straus professor of business history at the 
Harvard Graduate School of Business Administration. 

George W. Hilton has been promoted to assistant professor of economics at Stanford 
University. 

Randall Hinshaw has been appointed visiting professor of economics at Yale University. 

J. E. Hipp has been promoted from instructor to assistant professor of insurance 
and business law, University of Florida. 

Albert O. Hirschman has been reappointed visiting research professor of economics at 
Yale University. 

Jack Hirshleifer has been appointed associate professor of business economics in the 
School of Business of the University of Chicago. 

Morton Hoffman, who has been director of research and statistics of the Housing Au 
thority of Baltimore, has been appointed director of research and analysis of the newly 
created Baltimore Urban Renewal and Housing Agency. 

Daniel M. Holland has been promoted to associate professor of economics in the School 
of Commerce, New York University. 

T. Edward Hollander has been appointed instructor in economics at the University of 
Pittsburgh. 

Robert J. Holloway has been promoted from associate professor to professor at the 
University of Minnesota. 


O. P. F. Horwood has been appointed professor of economics in the University of Natal. 


David B. Houston has been appointed acting assistant professor of insurance in the 
School of Business Administration, University of California at Los Angeles. 


Was 
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Hendrik S. Houthakker has been promoted to professor of economics at Stanford Uni- 
versity. He is on leave in the current academic year to teach in the department of 
economics at Massachusetts Institute of Technology. 

Marshall C. Howard, of the University of Massachusetts, was visiting associate professor 
of economics at Amherst College in the second semester of 1956-57. 

Stanley E. Howard retired in July as emeritus professor of economics at Princeton Uni- 
versity. 

William Howard has been promoted from associate professor to professor of insurance, 
University of Florida. 

Herbert B. Howell has been promoted to professor of economics at Iowa State College. 

James M. Hund, formerly of Clark University, has joined the faculty of Emory Uni- 
versity as associate professor of business administration. 

Virginia R. Huntington has been appointed instructor in accounting in the School of 
Business, University of Kansas. 

Robert K. Jaedicke has been promoted to assistant professor in the University of Minne- 
sota. 

Phillip S. James has been promoted to assistant professor of economics and insurance in 
the College of Business Administration at the University of Nebraska. 

George Jaszi has been appointed visiting professor of economics at Stanford University 
for the autumn quarter. 

Alan H. Johnson has been promoted to an instructorship at the University of Minne- 
sota. 

Ethel B. Jones has been appointed, research associate in economics at Iowa State Col- 
lege. 

Kenneth M. Kauffman has been appointed instructor in economics at Wellesley College. 

John H. Kaufmann has been named vice president in charge of the recently opened 
Washington office of Boni, Watkins, Jason & Co. 

Bernard Kemp has been appointed assistant professor of economics at Michigan State 
University. 

Charles J. Kennedy has been promoted to professor of economics in the College of 
Business Administration, University of Nebraska. 

Reuben Kessel has resigned from the University of California, Los Angeles, to accept 
an appointment as assistant professor of economics at the University of Chicago. 

Wylie Kilpatrick is again research professor on the staff of the Bureau of Economic and 
Business Research, University of Florida, after spending a year as executive secretary for 
the Florida Citizens Tax Council. 

Paul T. Kinney, of the University of California, Los Angeles, is now instructor in 
economics at the University of Illinois. 

Israel M. Kirzner has been appointed assistant professor of economics in the School of 
Commerce, New York University. 

William A. Knoke has been promoted from associate professor to professor of marketing 
at the State University of lowa. 

Frederick Kohlmeyer, of the University of Minnesota has been appointed assistant pro- 
fessor in the department of economics, University of Illinois, 

Stanley M. Kolsan, formerly with Republic Steel Corporation, is now statistician in 
market research with General Merchandise Company, Milwaukee. 

Lawrence B. Krause, formerly of Harvard University, has been appointed instructor in 
economics at Yale University. 

Mordechai Kreinin has been appointed assistant professor of economics at Michigan 
State University. 
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Daniel H. Kruger has been appointed assistant professor of economics and in the Labor 
and Industrial Relations Center at Michigan University. 

Ernst W. Kuhn has been promoted to associate professor rather than professor of eco- 
nomics, at the University of Wyoming, as reported in the June number of this Review. 

Robert Lampman, of the University of Washington, is on the staff of the National 
Bureau of Economic Research in the current year. 

Charles P. Larrowe has been promoted to associate professor of economics at Michigan 
State University. 

Roy L. Lassiter has been promoted from instructor to assistant professor of economics 
at the University of Florida. 

Don Leatherman has resigned from the School of Business, Indiana University, to accept 
an appointment at Ohio State University. . 

Leland C. Lehman has been named chairman of the department of economics at Deni- 
son University. 

Abba P. Lerner, of Roosevelt University, is visiting professor of economics at the 
Johns Hopkins University in the current academic year. 

Charles L. Leven, of Northwestern University, has been appointed assistant professor 
of economics at Iowa State College. 

H. Gregg Lewis has been promoted to professor of economics at the University of Chi- 
cago. 

Robert W. Lewis has been appointed instructor in business administration at the 
Harvard Graduate School of Business Administration. 

Edward R. Livernash has been elected professor of business administration in the 
Harvard Graduate School of Business Administration. 

Julius S. Livingston has been elected professor of business administration in the 
Harvard Graduate School of Business Administration. 


Wallace Longergan has been appointed instructor in industrial relations in the School 
of Business of the University of Chicago. 
Dudley G. Luckett has been appointed instructor in economics at Iowa State University. 


Harold I. Lunde, formerly of the University of Minnesota, has been appointed assistant 
professor at Macalester College. 

Chris J. Luneski has been appointed instructor in the University of Minnesota. 

Myles L. Mace, formerly of the Harvard Graduate School of Business Administration, 
is now vice president of Litton Industries, Inc., California. 

Josef Macek retired from the economics department of the University of Pittsburgh in 
June. 

John E. Maher, of DePauw University, has been appointed assistant professor of eco- 
nomics at Wesleyan University. 

Alan Mandelstamm, of the University of Michigan, has been appointed instructor in 
economics at Northwestern University. 

Fritz Karl Mann, of American University, taught at the 1957 summer semester of the 
University of Cologne, Germany. 

Alan S. Manne has been appointed associate professor of economics at Yale University. 

Theodore F. Marburg has resigned from Hamline University and accepted an appoint- 
ment as professor in the department of economics, Marquette University. 

Shelley M. Mark has been promoted to associate professor of economics at the Uni- 
versity of Hawaii. 

Jesse W. Markham has been promoted to professor of economics at Princeton Univer- 
sity. 
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Martin V. Marshall has been promoted to associate professor of business administration 
at the Harvard Graduate School uf Business Administration. 

Thomas Martinsek has been appointed assistant professor of economics at Montana State 
University. 

Joseph L. Massie has been appointed associate professor of commerce at the University 
of Kentucky. 

Arthur J. Matson has been appointed instructor in economics at lowa State College. 

Gilbert P. Maynard has been promoted from associate professor to professor of account- 
ing at the State University of Iowa. 

Robert B. McCosh has resigned from the School of Business of Indiana University to 
return to the University of Denver. 

Robert B. McKersie has been promoted to research associate in business adminis- 
tration in the Harvard Graduate School of Business Administration. 

Ronald I. McKinnon has been appointed instructor at the University of Minnesota. 

Walter W. McMahon, of the University of Iowa, has been appointed assistant professor 
in the department of economics, University of Illinois. 

Maurice McManus, formerly of the Massachusetts Institute of Technology, is lecturer 
at the University of Minnesota. 

Clarence E. McNeill has been appointed professor of economics emeritus in the College 
of Business Administration, University of Nebraska. 

Robert C. Meier, formerly of the University of Minnesota, has been appointed acting 
assistant professor at the University of Washington. 

Frank Meissner has been appointed analyst in the market research department of Crown 
Zellerbach Corporation, San Francisco. He is also instructor in business statistics at Golden 
Gate College 

Eugene R. Melander has been appointed instructor at the University of Minnesota. 

Emil Mesics is visiting professor in the New York State School of Industrial and Labor 
Relations, Cornell University. 

Raymond F. Mikesell, of the University of Virginia, has been appointed Miner professor 
of economics at the University of Oregon. 

Robert T. Miki, formerly of the University of Minnesota, has been appointed instructor 
in economics at Williams College. 

Taulman A. Miller has been promoted from associate professor to professor of economics 
at Indiana University. 

Edwin J. Mills, formerly of the University of Birmingham, and the Massachusetts Insti- 
tute of Technology, has been appointed assistant professor of political economy at the 
Johns Hopkins University. 

John B. Minick has been promoted to assistant professor of business organization and 
managament in the College of Business Administration, University of Nebraska. 

Franco Modigliani, on leave from Carnegie Institute of Technology, is at Harvard 
University this year. 

Johan E. Moes, formerly of the University of Minnesota, has been appointed assistant 
professor at the University of Virginia 

John M. Montias, formerly of Columbia University, has been appointed instructor in 
economics at Yale University. 

Dan M. Moose has been appointed instructor in economics at DePauw University. 

Chester A. Morgan has been promoted from assistant professor to associate professor of 
labor and management at the State University of Iowa. 

Thomas J. Morison, formerly of the University of Minnesota, has been appointed to the 
faculty in economics at Carleton College. 

F. W. Morrissey has been appointed assistant professor of economics at Michigan State 
University. 
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Edward Morrison has been appointed faculty lecturer in management in the School of 
Business, Indiana University. 

N. H. Morse has been appointed research associate in the department of political 
economy in the University of Toronto. 

Albert Mossawir has been appointed instructor in economics at Wesleyan University. 

Mary E. Murphy has been granted leave from Los Angeles State College to become 
the first director of research of the Institute of Chartered Accountants in Sydney, Aus- 
tralia. 

Powell Niland, formerly of Harvard Graduate School of Business Administration, has 
been appointed associate professor of management in the School of Business and Public 
Administration, Washington University. 

James W. Noehl has been named instructor at the University of Minnesota. 

Hugh S. Norton, formerly of the University of Maryland and U. S. Department of Agri- 
culture has been appointed associate professor of transportation at the University of 
Tennessee. 

Walter Y. Oi has been appointed instructor in economics at Iowa State College. 

Robert F. Olberding has resigned from the University of Nebraska to accept an appoint- 
ment at the University of Wichita. 

Alden C. Olson has returned to the University of Minnesota as a lecturer after spending 
two years at the University of Illinois and another year as visiting economist at the 
Federal Reserve Bank, Minneapolis. 

Oscar A. Ornati has resigned from the New York State School of Industrial and Labor 
Relations, Cornell University, to accept an appointment as associate professor, New School 
for Social Research. 

Charles D. Orth, III has been appointed assistant professor of business administration in 
the Harvard Graduate School of Business Administration. 


David W. Ortlieb has been appointed faculty lecturer in business administration in the 
School of Business, Indiana University. 

Clifford F. Owen has been appointed acting assistant professor of economics at the 
University of Virginia. 

David L. Paden has resigned from the School of Business, Indiana University, to accept 
an appointment at Stanford University. 


Ernest F. Patterson has resigned from the University of Alabama to accept an appoint- 
ment as associate professor of economics at Davidson College. 


Jeanne S. Pearlson, formerly economist with the Allied Chemical and Dye Corporation, 
has been appointed assistant professor of economics at the American University. 


Edith T. Penrose has been granted a year’s leave of absence from the Johns Hopkins 
University to be visiting lecturer at Baghdad University, Iraq. 


John E. Perkins has resigned from Northwest Missouri State College to accept an 
appointment as associate professor at Arlington State College, Texas. 


Charles A. Peterson, formerly of Kansas State Teachers’ College, has been appointed 
instructor in the University of Minnesota. 


Wallace C. Peterson has been promoted to associate professor of economics in the Col- 
lege of Business Administration, University of Nebraska. 


Robert B. Pettengill has accepted an appointment as professor of economics at Rollins 
College. 


Rolf Piekarz has been appointed lecturer in economics at Hofstra College. 

Robert Pierson, of Northwestern University, has been appointed instructor in economics 
at Purdue University. 

Jack Pontney, of Northwestern University, has been appointed instructor in economics 
at the University of Southern California. 
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J. Porter has been appointed research associate in the department of political economy 
in the University of Toronto. 

Richard C. Porter has been appointed instructor in economics at Yale University. 

M. L. Pye has resigned from the University of Florida to accept a position in the ac- 
counting department of Bethlehem Steel Company. 

L. L. Qualls has been promoted from assistant professor to associate professor of eco- 
nomics in the University of Florida. 

Howard Raiffa has been appointed associate professor of business administration in 
the Harvard Graduate School of Business. 

Melvin W. Reder, of Stanford University, is at the Center for Advanced Study in the 
Behavioral Sciences this year. 

William C. Reher has been appointed assistant professor of economics at the University 
of Kansas City . 

Edward F. Renshaw has been appointed research associate in agricultural economics at 
the University of Chicago. 

J. G. Richardson has been promoted from assistant professor to associate professor of 
finance, University of Florida. 

Richard W. Richardson has resigned from Hamilton College to accept an appointment 
as assistant professor of economics at Princeton University. 

Raymond Richman is on a year’s leave of absence from the University of Pittsburgh 
to serve with the Organisation for European Economic Co-operation. 

John W. Riegel, formerly of Harvard University, has been appointed instructor in eco- 
nomics at Yale University. 

Gaston Rimlinger has been promoted to assistant professor of economics at Princeton 
University. 

Winnie D. Robbins has been appointed lecturer in business administration in the Harvard 
Graduate School of Business Administration. 

Ross M. Robertson has been appointed associate professor of business administration and 
director of Business History Studies, in the School of Business, Indiana University. 

Richard D. Robinson has been appointed lecturer in business administration in the 
Harvard Graduate School of Business Administration. 

William G. Rodger has been appointed visiting professor of accounting in the School 
of Business Administration, University of California, Los Angeles. 

Theodore W. Roesler has been appointed assistant professor of economics and statistics 
in the College of Business Administration, University of Nebraska. 

Charles L. Rolando has been appointed intructor at the University of Minnesota. 

Richard S. Rosenbloom has been promoted to instructor in business administration at 
the Harvard Graduate School of Business Administration. 

Richard N. Rosett has been appointed instructor in economics at Yale University. 

Jerome Rothenberg has been appcinted assistant professor of economics at the Univer- 
sity of Chicago. 

Marvin E. Rozen has been promoted to acting assistant professor of economics at 
Stanford University. 

Lawrence E. Rudberg, formerly of the University of Minnesota, has been appointed 
assistant professor at Wayne University. 

Robert Saltonstall has resigned from the Harvard Graduate School of Business Ad- 
ministration to accept a position with the Management Development Institute of the 
Nestle Alimentana Company in Lausanne, Switzerland. 


Arnold W. Sametz has resigned from Princeton University to accept an appointment as 
associate professor of economics at New York University. 
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Dorothy Z. Sanford has been appointed assistant professor of economics at the College 
of Notre Dame, Belmont, California. 

Kenneth Sanow, who has been chief of the analysis section of the Navy Transportation 
Service, has transferred to the Office of Special Studies, National Science Foundation. 

Donald H. Sauer has been appointed faculty lecturer in finance, School of Business, In- 
diana University. 

I. Richard Savage, formerly of Stanford University, has been appointed associate pro- 
fessor at the University of Minnesota. 

Thomas C. Schelling has been promoted to professor of economics at Yale University. 

James 5. Schindler has been promoted from associate professor to professor of account- 
ing in the School of Business and Public Administration, Washington University. 

Jacob Schmookler, formerly of Michigan State University, has joined the faculty of the 
University of Minnesota as associate professor. 

Sterling H. Schoen has been promoted from associate professor to professor of manage- 
ment in the School of Business and Public Administration, Washington University. 

George P. Schultz has been appointed professor of industrial relations in the School of 
Business, University of Chicago. 

Howard Schultz has resigned from his post as instructor in economics at the Univer- 
sity of Pittsburgh. 

J. T. Scott has been promoted from instructor to assistant professor of economics at 
Iowa State College. 

John A. Seiler has been promoted to assistant professor of business administration in the 
Harvard Graduate School of Business Administration. 


Ansel M. Sharp has resigned from the University of Cincinnati to accept an appoint- 
ment as assistant professor of economics in the School of Business, Oklahoma State Uni- 
versity. 

S. W. Shaw, formerly of the University of Florida, has been appointed associate pro- 


fessor of marketing at the University of South Carolina, 

Fred C. Shorter has been appointed assistant professor of economics at the California 
Institute of Technology. 

Barry N. Siegel has been appointed assistant professor of economics in the College of 
Business Administration, University of Utah. 

Ben D. Simpson has been appointed instructor in accounting in the School of Business, 
University of Kansas. 

Fred Slavick has resigned from the New York State School of Industrial and Labor 
Relations, Cornell University, to accept an appointment as assistant professor, State Uni- 
versity of Iowa. 

Mervin G. Smith, of the Ohio State University, has been in South and Central America 
during the summer aiding in developing teaching programs in the field of agricultural 
finance in several South American universities. 

Paul E. Smith has been appointed instructor in economics at the University of Michigan. 

Stanton R. Smith has been appointed lecturer in economics in the College of Business, 
University of Utah. 

Warren L. Smith, of the Ohio State University, has been appointed associate professor 
of economics at the University of Michigan. 

Ezra Solomon has been promoted to professor of finance in the School of Business, 
University of Chicago. 

Babette Solon has been appointed lecturer in economics at Hofstra College. 

Harold S. Spear has been appointed research associate in business administration in the 
Harvard Graduate School of Business Administration. 

Eldred C. Speck has resigned from the University of Kentucky to join the faculty of 
McNeese State College. 
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Edwin H. Spengler, of Brooklyn College, is Fulbright lecturer at the University of 
Copenhagen this year. 

Corydon P. Spruill has returned to full-time teaching as professor of economics after 
having served as dean of the faculty of the University of North Carolina for the past 
three years. 

Peter O. Steiner, of the University of California, Berkeley, has accepted an appointment 
at the University of Wisconsin. 

Herbert F. Stewart has been appointd lecturer in business administration in the Harvard 
Graduate School of Business Administration. 

Donald L. Strand has been promoted from instructor to lecturer at the University of 
Minnesota. 

W. Paul Strassmann has been promoted to assistant professor of economics at Michigan 
State University 

Adam K. Stricker, Jr. now has a private practice as professional engineer and manage- 
ment consultant. 

Jerome C. Strong has been appointed instructor in economics at Princeton University. 

Adolf Sturmthal, of Roosevelt University, is visiting professor at the Graduate School 
of Business, Columbia University, in the current year. 

S. Stykolt has been promoted to assistant professor in the department of political 
economy in the University of Toronto. 

Renato Tagiuri has been appointed lecturer in business administration in the Harvard 
Graduate School of Business Administration. 

James N. Tattersall has been appointed instructor in economics at the University of 
Oregon. 

Norman W. Taylor has been appointed instructor in economics at Yale University. 

Clemens LB. Thoman has been promoted to associate professor of economics in the 
College of Business Administration, University of Nebraska. 

Robert W. Thomas, Jr. has been appointed instructor in economics at Iowa State 
College. 

Kenneth M. Thompson has been appointed lecturer in personnel management and 
industrial relations in the School of Business Administration, University of California, Los 
Angeles. 

Erik Thorbecke has been appointed assistant professor of economics at Iowa State 
College. 

George P. Torrence has retired from the faculty of the School of Business Administration, 
Emory University. 

Ralph N. Traxler, of the University of Florida, has joined the faculty of the School of 
Business Administration, Emory University, as assistant professor of business administra- 
tion. 

Jack L. Turner has transferred from the department of agricultural economics to the 
department of horticulture at the Alabama Polytechnic Institute. 

Arthur R. Upgren has resigned from Dartmouth College, to become Frederic R. Bigelow 
professor of economics and director of the Bureau of Economic Studies at Macalester 
College, St. Paul, Minnesota. 

Harold G. Vatter, of the University of Massachusetts, was visiting associate professor 
of economics at Amherst College in the 1957 spring semester. 

Lewis E. Wagner, of the University of Iowa, has been appointed associate professor in 
the department of economics, University of Illinois. 

James E. Walter has been appointed associate professor of business administration in 
the Harvard Graduate School of Business Administration. 
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Benjamin N. Ward has been appointed assistant professor of economics at Stanford 
University. 

Leonard L. Watkins, professor of economics at the University of Michigan, retired in 
June. 

A. Watson has been appointed lecturer in the department of political economy, Uni- 
versity of Toronto. 

Marshall D. Wattles has been appointed assistant dean of the College of Liberal Arts, 
University of Oregon. 

Harold W. Watts has been appointed instructor in economics at Yale University. 

J. W. Weech has been appointed interim instructor in marketing at the University of 
Florida. 

Hans M. Weingartner has been appointed instructor in industrial economics in the 
School of Business, University of Chicago. 

Stanislaw H. Wellisz has been appointed assistant professor of business economics in the 
School of Business, University of Chicago. 

Paul J. Wells, formerly at the RAND Corporation, has been appointed instructor in 
economics at the University of Illinois. 

Merle T. Welshans has been promoted to professor of finance in the School of Business 
and Public Administration, Washington University. 

Thomas E. White has been promoted from assistant professor to associate professor of 
economics at Hampton Institute. 

Elmus R. Wicker has been promoted from instructor to assistant professor of economics 
at Indiana University. 

John P. Williamson has been appointed assistant professor of business administration 
in the Harvard Graduate School of Business Administration. 

George W. Wilson has been appointed assistant professor of transportation in the School 
of Business, Indiana University. 


Milton Wilson has been appointed visiting professor of business administration in the 
Harvard Graduate School of Business Administration. 


D. M. Winch has been appointed research associate in the department of political 
economy in the University of Toronto. 

Alan R. Winger has been appointed instructor in economics at the University of 
Michigan. 

Taro Yamane has been appointed assistant professor of economics in the School of 
Commerce, New York University. 

Leland B. Yeager has been appointed assistant professor of economics at the University 
of Virginia. 
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FIFTY-PFOURTH LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN AMERICAN UNIVERSITIES 
AND COLLEGES 


The present list specifies doctoral degrees conferred during the academic year terminating 
June 1957, and theses undertaken in the same period. 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 


Degrees Conferred 


Pau S. Anperson, Ph.D. Minnesota 1957. An empirical test of the acceleration principle: 
a study of the relationship between gross property and sales. 

Francis M. Bator, Ph.D. Mass. Inst. Technology 1956. Capital, growth and welfare: essays 
in the theory of allocation. 

Suerritt Creranp, Ph.D. Princeton 1957. The influence of firm and plant size on industrial 
relations : implications for the theory of the firm. 

Josern W. Conaro, Ph.D. California 1956. Studies in the theory of interest. 

Tuomas F. Drenperc, Ph.D. Yale 1957. Consumer response to innovation: the television 
industry. 

Joun E. Exsiort, Ph.D. Harvard 1957. Toward a more generalized theory of economic 
planning in a free society: a critique of the planning models of Friedrich Hayek, J. M. 
Keynes, and Oskar Lange. 

Crartes E. Fercuson, Ph.D. North Carolina 1957. Welfare analysis of workable compe- 
tition 

Bennetr Finver, Ph.D. American 1957. Analysis of capital consumption and replacement: 
implications for the national income accounts, entrepreneurial accounting, financial 
analysis, fiscal policy, saving, capital formation and income theory. 

Joun N. Fry, Ph.D. Texas 1957. The process of economic growth according to the 
English mercantilists. 

Peter M. Gutmann, Ph.D. Harvard 1957. Income distribution, asset values and economic 

growth. 

Joun P. Henperson, Ph.D. Maryland 1956. A reinterpretation of Ricardo’s theory of 
value 

Israktt M. Kixzner, Ph.D. New York 1957. Development in the conception of economic 
science since 1900 

Louis Lereser, Ph.D. Mass. Inst. Technology 1957. External economies and transportations 
in the general equilibrium system. 

Lione, W. McKenzig, Jr., Ph.D. Princeton 1956. Application of activity analysis to the 
theory of general equilibrium. 

Water W. McMaunon, Ph.D. Iowa 1957. A theoretical and statistical analysis of con- 
sumer investment. 

Morton Paciin, Ph.D. California 1956. Malthus and Lauderdale: the anti-Ricardian 
tradition. 

Ricnarp E. Quanpt, Ph.D. Harvard 1957. Stochastic elements in economic theory and 
statistical inference in input-output analysis. : 

Witt C. Reser, Ph.D. Michigan 1957. A cross section analysis of contractual saving. 

Cuarites M. Tresout, Ph.D. Michigan 1957. The community income multiplier. 
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Haroitp W. Warts, Ph.D. Yale 1957. The relation of consumer saving to long-run income 
anticipations. 

Epwarp J. Zaset, Ph.D. Princeton 1956. Concepts and measurement of productive capacity. 

ArNno_p ZeLiner, Ph.D. California 1957. An empirical and theoretical analysis of short-run 
consumption functions. 

Theses in Preparation 

BarBara Berman, B.A. Cornell 1948; M.A. Radcliffe 1955. Some aspects of the theory of 
wages. Harvard. 

Josern C. Biumet, B.S. Nebraska 1950; M.A. 1955. Empirical implications of interest 
and profit theories. Oregon. 

Hans P. Carstenson, B.S. Ohio State 1937; M.B.A. 1938. An econometric model of the 
asparagus market. Michigan. 

Samue B. Cuase, III, B.A. Dartmouth 1954. The determination of asset prices. California. 

Ronatp L. Cuerry, B.A. Juniata 1953; M.A. Princeton 1955. The typical age of replace- 
ment theory: a case study. Princeton. 

Lucy B. Creicnton, B.A. Smith 1949; M.A. Radcliffe 1952. Distribution, prices and 
consumer behavior. Harvard. 

Paut Davivson, B.S. Brooklyn 1950; M.B.A. City (New York) 1955. A study of macro- 
economic theories of distribution. Pennsylvania. 

Donato FE. Drxon, B.A. Brown 1951; M.B.A. Wharton 1952. Price rigidities in vertical 
trade channels. Pennsylvania. 

Jacoves H. Dreze, Lic. Liege 1951. Consumer choice under partially controllable uncer- 
tainty. Columbia. 

Yenuva Grunrevp, B.A. Hebrew 1952; M.A. 1954. Determinants of corporate investment. 
Chicago. 

Rasoor M. H. Hasnrmi, Higher Teachers College (Iraq) 1944; M.A. Wisconsin 1953. 
Studies in functional income distribution. Wisconsin. 

Oswatp Howxatento, B.S. Mass. Inst. Technology 1950; M.S. 1955. Education and eco- 
nomic development: an allocation program. Mass. Inst. Technology. 

Rosert C. Jones, B.S. Pennsylvania 1949; M.B.A. 1955. The integration of ex ante vari- 
ables in models of consumer behavior. Pennsylvania. 

Louis J. Junxer, B.A. Denver 1951; M.A. Connecticut 1953. The social and economic 
thought of C. E. Ayres. Wisconsin. 

Sister MartHa Keenan, B.A. Trinity 1951; M.A. Catholic 1953. An 
analysis of the content and influence of the economic writings of George Tucker 
Catholic. 

Susumu Koizumi, B.A. Osaka 1953; M.A. Michigan 1956. Econometric models in the 
U.S. with the simple industrial relations. Michigan. 

Anne L. Krurcer, B.A. Oberlin 1953; M.S. Wisconsin. Economic growth models, their 
applicability to the post-war American economy. Wisconsin. 

Hexsert S. Levine, B.A. Harvard, 1950; M.A. 1952. Materials allocation in the Soviet 
Union. Harvard. 

Joun Nevire, B.A. Western Australia 1953. Investment theory in modern dynamic eco- 
nomic models. California. 

Witutiam A. NiSKANEN, Jr., B.A. Harvard 1954; M.A. Chicago 1955. The demand for 
alcoholic beverages. Chicago. 

James H. Norpert, B.A. Hamline 1951; M.A. Princeton 1953. The locational effects of 
delivered price systems. Princeton. 

Watter Y. Or, B.S. California (Los Angeles) 1952; M.A. 1954. Cyclical employment pat- 
terns. Chicago. 

Expert Ranpat, B.A. Texas 1926. Dangers of full employment. New York. 
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Kyvone: Sasaki, M.A. Tokyo Imperial, 1944. Controversies over Marxist economic theory 
in Japan. Columbia. 
Frevericx C. Scnaprack, Jr., B.A. Buffalo 1952; M.A. California 1954. The determinants 
of expenditures on commercial construction in the United States, 1920-55. California. 
Hermann Storer, Dipl. in Econ. Munich 1952; M.A. Florida State 1956. The very short 
run in economic analysis. Virginia. 

Ricuarp S. Trorn, B.A. Columbia 1951; M.A. Maryland 1952. A study in economic 
adjustments to long-run and short-run changes in the wealth-income ratio. Vale. 

Desioer Vikor, J.U.D. Franz-Joseph Univ. (Hungary) 1938; M.A. Washington 1955. 
Austrian Romantic school (Adam Miiller, Spann and the present Universalists). St. 
Louis 

Harotp W. Watts, B.A. Oregon 1954; M.A. Yale 1955. The relation of consumer saving to 
long-run income anticipations. Yale. 

Suzanne E. Wicorns, B.A. American 1951; M.A. Indiana 1955. An econometric study of 
interest rates, liquidity and manufacturers’ fixed investment expenditure. Indiana. 

Wittiam P. Your, B.A. Kenyon 1953; M.A. Michigan 1954. The development of Swedish 
macro-economic theory. Michigan. 


Economic History; Economic Development; National Economies 


Degrees Conferred 


Asat Nyoxu Apart, Ph.D. Wisconsin 1957. Sources for capital formation for economic 
development in Nigeria. 

Fuap Apout-Kapir Ph.D. Pennsylvania 1957. Productivity, industrialization, 
and economic growth in Egypt, Iraq, and Turkey. 

P. ALrexanver, Ph.D. California 1957. Economic change in Turkey, 1948-1955. 

Nicworas Barasxins, Ph.D. Rutgers 1957. Direct control of West German economy from 
surrender (1945) to currency reform (1948), with special reference to American policies. 

Moin Upoin Bagat, Ph.D. Kansas 1956. Some aspects of the relationship between fiscal and 
monetary policy in underdeveloped countries. A case study of Pakistan. 

Aucust C. Bo.tno, Ph.D. St. Louis 1957. An economic history of Idaho Territory, 
1863-1890. 

Antnony J. Brzysxt, Ph.D. New York 1957. The Lehigh Canal and its effect on the 
economic development of the region through which it passed—1818-1873. 

Bournan Cwatt, Ph.D. American 1957. The fiscal system in Syria with emphasis on its 
role in the economic development of the country. 

Niymevoin Izzat Dayant, Ph.D. Wisconsin 1957. Economic appraisal of the Yarmuk 
Jordan Valley Project. 

Grorce R. Exruiotr, Ph.D. Toronto 1957. Enterprise and empire in the North Pacific, 
1785-1825. 

Max E. Fretcner, Ph.D. Wisconsin 1957, Suez and Britain: an historical study of the 
effects of the Suez Canal on British economy. 
Anpreas Grraxis, Ph.D. Kansas 1957. Economic development in Greece with special 
reference to the devaluation of the drachma and the liberalization of imports in 1953. 
James E. Hisson, Ph.D. North Carolina 1956. The Tennessee Valley Authority—an eco- 
nomic evaluation. 

Lewis E. Hut, Ph.D. Texas 1957. An economic analysis of a historical concept. 

Gorar P. Knare, Ph.D. Kansas 1956. An analysis of the first five-year plan of India, with 
reference to maximization of national income and actual physical achievements. 

Cuartey D. Kirxsey, Ph.D. Texas 1957. An interindustry study of the Sabine-Neches 
area of Texas. 
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Su.va J. Marswaryt, Ph.D. Harvard 1957. Inflation and economic development (a case 
study: The Chilean experience 1937-1950). 

Francis B. May, Ph.D. Texas 1957. An interindustry relations analysis of the Texas 
economy for 1947. 

GuHotaM Reza MocHapamM, Ph.D. Stanford 1956. Iran's foreign trade policy and eco- 
nomic growth during the inter-war period. 

Hassan Mvuraywi, Ph.D. Wisconsin 1957. The process of economic development in Syria, 
the growing role of the government. 

Georce G. S. Murpny, Ph.D. Washington 1957. The economic development of the Outer 


Mee economy in recent times. 

Pius N\Oxicso, Ph.D. Northwestern 1956. Capital formation in a developing economy. 

Duvvurnt VENKATA Ramana, Ph.D. Chicago 1955. Money, investment and income of 
India: 1914-1950. 

Yusir Sayicu, Ph.D. Johns Hopkins 1957. Entrepreneurship and development: private, 
public, and joint enterprise in underdeveloped countries. 

Barry N. Siecer, Ph.D. California 1957. Inflation and economic development: studies in 
the Mexican experience. 

Cuartes F, Stewart, Ph.D., California 1956. Economic change in a plural society : Morocco 
since 1912. 

W. Pavut Srrassman, Ph.D. Maryland 1956. Risk and technological innovation in the 
United States during the nineteenth century. 

THALERNG THAMRONG-NAWASAWAT, Ph.D, Wisconsin 1957. Selected aspects of the role of 
primary exports in the economic development of Southeast Asia. 

Peter R. Toscano, Ph.D. Chicago 1956. Economic thought and policy in Tuscany and 
Milan, 1737-1790. , 

MEENASKSHI Tyacarajan, Ph.D. Kansas 1957. Entrepreneurship as a factor in economic 
growth and development: A historical and analytical approach. 

HarcHaran Lat Upapriyaya, Ph.D. Wisconsin 1957. Industrial development of India: 
human resources and their utilization. 

BenyAMin N. Warp, Jr., Ph.D. California 1956. From Marx to Barone: the new socialism 
and the industrial firm in postwar Yugoslavia. 


Theses in Preparation 

Joserw R. Amruein, B.S. Mass. Inst. Technology 1944; M.B.A. Boston 1946. The eco- 
nomic history of Burlington, Vermont. New York. 

Lawrence W. Barss, B.A. Princeton 1950, Political growth and economic development : 
Japan, Turkey, Argentina and India. Mass. Inst. Technology 

J. J. Berna, B.A. LaSalle 1941; Ph.L. St. Louis 1947. Entrepreneurship in Madras 
Province, India. Columbia. 

Georce H. Bossy, Lic. Grad. Inst. of Internat. Stud. Geneva 1950. Commercial policy and 
economic development with special reference to Japan, Brazil, and Australia from the 
middle of the 19th century to 1930. Columbia. 

Cartos M. Castii1o, B.S. Liceo de Costa Rica 1946; M.S. Tennessee 1953. The economic 
integration of Central America. Wisconsin. 

Ricwarp Cranpier, B.S. Thiel 1951; M.A. Pitt. 1955. The economic development of 
major metropolitan areas. Pittsburgh. 

Everett L. Corwert, B.S. Tampa 1952; M.B.A. Miami 1953. The economic development 
of Tampa. Florida. 

Lamar C, Curry, B.A. Louisiana Polytech, 1932; Louisiana State 1939. The growth 
patterns of Northwest Louisiana since 1865. Louisiana State 

RAPHAEL DE Jesus-Toro, B.S. Pennsylvania; M.A. Syracuse. Inducing entrepreneurship in 
underdeveloped countries. Syracuse. 
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Guwo Di Terra, B.S.E. Buenos Aires 1954. Economic history of Argentina (co-author 
with Manuel Zymelman). Mass. Inst. Technology. 

L. A. Drewry, Je., B.S. Virginia 1954; M.A. 1956, The Turkish inflation as a case study. 
Virginia. 

Drepricn Dycx, B.S.A. Saskatchewan 1954; M.A. Nebraska 1955. An appraisal of the 
opportunities of economic development in the central sand area of Wisconsin. Wisconsin. 

Eowarp G. Emrerimnc, B.B.A. St. Bonaventure 1951; M.A. Catholic 1953. Community 
efforts at promoting economic development in New England area. Catholic. 

Maurice C. Ernst, B.A. Yale 1948. Measurement of Polish industrial growth, 1937, 
1946-55. Columbia. 

Gustavo Esconar, B.A. California (Los Angeles) 1951. Problems of economic development 
in Venezuela. California. 

Cuares C. Frost, B.A. Tufts 1951; M.A. Fletcher School 1955. Freedom versus planning : 
the problem of optimum investment decisions in underdeveloped countries. Fletcher 
School 

Ropert M. German, B.A. New York 1942; M.A. Catholic 1956. Economic development of 
the Northern Frontier under a planned and a free economy: U.S.S.R. and Canada. 
Catholic. 

Levern F. Graves, A.A. Compton 1950; B.A. California 1952. Direct international invest- 
ment and its impact on economic development. California 

Marsus Ut Hag, B.A. Punjab 1952; M.A. 1953; B.A. King’s College, Cambridge 1955. 
Pakistan's first five-year plan. Yale. 

Josern E. Harine, B.S. Ohio State 1952. Capital imports, economic growth, and the 
balance of payment; the case of Puerto Rico. Columbia. 

Eva Boentrermm Hirescu, B.A. Michigan 1945; M.A. Columbia 1948. Incidence of costs and 
benefits of economic development in Turkey. Columbia. 

Bonc Hyox Kay, B.A. Korea 1952; M.A. Wisconsin 1955. The Republic of Korean tax 
system and its impact on economic development. Wisconsin. 

Ivan Envras Laxos, B.A. Wisconsin 1953; M.A. Harvard 1956. A critical examination of 
the literature on external economies and of their significance in economic development. 
Harvard. 

Joun D. Leuman, B.A. DePauw 1947; M.B.A. Chicago 1949. Influence of the progressive 
movement on economic development in Wisconsin. Wisconsin. 

Marsnatt M. Levinson, B.S.S. City (New York) 1949; M.A. Columbia 1950. A rigorous 
formulation of Schumpeter’s theory of development and cycles. Princeton. 

ApnaM J. Marornt, Lic. in Law, Syrian 1946. Monetary policy for economic develop- 
ment: a case study—-Syria during the last decade. American. 

Paut Menow, B.A. Cornell 1950. Modern nationalism and the appearance of native indus- 
trial entrepreneurship in the non-market society: The experience of Japan and of 
Russia. Columbia. 

Joun M. Montias, B.A. Columbia 1947; M.A. 1950. Prices of producers’ goods in post- 
war Poland. Columbia. 

Russett L. Moran, B.A. California 1954. Trade nationalization: an instrument of national 
economic policy in the Philippines. Cornell. 

Bernarp Z. Orxzecn, B.S. California 1950. The role of economic fluctuations in the 
growth of the German economy, 1873-1914. California. 

Gocuta PartrasaraTuy, B.A. Andhra, India 1946; Madras 1949. Impact of commerciali- 
zation on agriculture in India. Wisconsin. 

Ann B. Rasmussen, B.A. Vassar 1953. Inflation as a source of economic development in 
Manchuria. Columbia. 

Samurr M. Rosensratt, B.S. Syracuse 1951; M.A. Rutgers 1952. Tobacco merchants of 
Virginia and London—late 18th century. Rutgers. 
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Ezzepin M. Smamsepin, B.A. Berea 1953; M.S. Alabama Polytechnic 1952. Some eco- 
nomic implications of the Litani River Project in Lebanon. Florida. 

Georce STaLter, B.A. Hastings 1952; M.A. Cornell 1955. Postwar developments in Czecho- 
slovakian industry. Cornell. 

Donato G. Taimsy, B.A. Rutgers, 1950; M.A. 1956. William Constable, New York 
merchant. Rutgers. 

James N. Tattersaty. B.A. Washington 1954; M.A. 1956. The economic development of 
the Pacific Northwest, 1920-56. Washington. 

Fuap Hanna Tettow, Lic. Baghdad 1950; M.A. Southern California 1954. Private foreign 
investment as a possible aid for the economic and social development of Iraq. Southern 
California. 

Atan Tuaver, B.S. West Point 1940; M.B.A. Harvard 1947. Economic problems of 
Formosa following World War II. Pittsburgh. 

Epric A. Wetp, Jr. B.A. Harvard 1948; M.A. Yale 1954. Sources of capital funds for 
early Connecticut manufacturing industry 1800-60. Vale. 

Ivor P. Worn, B.A. Union 1934; M.A. Columbia 1939; M.A. Denver 1951. Economic 
development in Canada and Mexico: a comparative study. Texas. 

E. F. Younc, B.A. Texas 1950. Behavior of real wages in early stages of economic develop- 
ment. Columbia. 

ManurL ZyMELMAN, B.S.E. Buenos Aires 1953; M.S. Mass. Inst. Technology 1956. Eco- 
nomic history of Argentina (co-author with Guido Di Tella. Mass. Inst. Technology. 


Statistical Methods; Econometrics; Social Accounting 
Degrees Conferred 


Eveanor C. Harris, Ph.D. New York 1957. Product development as an operation aided by 
statistical methods. 

Seymour Marsnak, Ph.D. New York 1957. Night-openings: asset or liability? Suggested 
research methodology applied to Levittown, Pennsylvania trading area. 

Joun G. Rantett, Ph.D. Oregon 1957. The theory and statistical approximation of re 
gional multipliers. 


Theses in Preparation 
Joun S. peCant, B.S. Wisconsin 1948; M.B.A. Pennsylvania 1951. A probability model 
for time series forecasting. Pennsylvania. 
Ricwarp Eppe, B.S. New York 1950; M.B.A. 1951. Economic accounting history : histori- 
cal development of national wealth and income. Columbia 


Frankiez Gitpert, B.A. Alabama 1949; M.S. North Carolina 1954. National income in 
the United States, 1790-1840. North Carolina. 

W. Lee Hansen, B.A. Wisconsin 1950; M.A. 1955. Life cycle patterns of income and 
intra-occupational variations in the distribution of income by size. Johns Hopkins. 

Epwarp P. Hotranp, B.S. Mass. Inst. Technology 1942. Analog simulation of a dynamic 

macro-economic system. Mass. Inst. Tech. 

Joun W. Hooper, B.A. Stanford 1950. Quadratic programming: methods of solution and 
some applications to economics. Stanford. 

Patrick Huntiey, B.A. Washburn 1951; M.A. North Carolina 1955. State distribution of 
manufacturer’s plant and equipment, 1954. North Carolina. 

Kucuiro Kocixu, B.S. Denver 1954; M.S. Wisconsin 1957. A study in methodology of 
economic projection. Wisconsin. 

Ratpw V. Lucano, M.A. Fordham 1940. Reconciliation of financial and national income 
accounting. Fordham. 

Marion C. Pumiirs, BS. Tulsa 1948; M.B.A. Oklahoma 1950. Methods of estimating 
business and proprietor income in the counties of Oklahoma, Oklahoma. 
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Hexman Strexrer, B.A. Clark 1955. Economic forecasting. Mass. Inst. Technology. 
Harvey M. Wacner, B.S. Stanford 1953; M.S. 1954. Economic principles of scheduling 
processes. Mass. Inst. Technology. 


Economic Systems; Planning and Reform; Cooperation 


Degrees Conferred 


Rosert W. Hawxes, Ph.D. Mass. Inst. Technology 1957. Communication in cooperative 
and competitive groups. 


Theses in Preparation 


Geoxce J. Novak, Dipl. Goethe Univ. Frankfurt 1949. Planning of railroad freight traffic 
in the U.S.S.R. Columbia. 

Cuartes J. Tostn, M.A. Georgetown 1950. A theory of socio-economic organization. 
Georgetown. 


Business Fluctuations 


Degrees Conferred 


Guy S. Feeurer, Ph.D. Harvard 1957. Income and product analysis for an open regional 
economy—the Eighth Federal District. 

Frank W. Gery, Jr., Ph.D. Boston 1957. Cyclical sensitivity among New England stand- 
ard metropolitan areas—an examination of certain hypotheses. 

Dovcias G. Hartie, Ph.D. Duke 1957. Predictions derived from the employment forecast 
survey. 

Ricuarp M. Hirt, Ph.D. Columbia 1957. Cyclical fluctuations in the management of 
retail inventories. 

Jacovetine R. Kasun, Ph.D. Columbia 1957. Some social aspects of business cycles in 
the Los Angeles area. 

Ropert A. Levine, Ph.D. Yale 1957. Investment intentions surveys and short-run fore- 
casting. 

Lawrence A. Skeocu, Ph.D. California 1957. The amplitude of wholesale price move- 
ments and the duration of business cycles 

Henry Tuomassen, Ph.D. Nebraska 1956. The implications of business planning for 
economic stability in the United States. 


Theses in Preparation 


A: next K. Anvo, B.S. Seattle 1951; M.A. St. Louis 1953; M.S. Carnegie Inst. Technology 
1956. A revision of business cycle theory. Carnegie Inst. Technology. 

Joun L, Cornwatt, B.A. Iowa 1950; M.Sc. London School 1952. Econometric models. 
Harvard 

Epwarp S. Fiasn, Jr., B.A. Cornell 1949; M.P.A. 1950. The Council of Economic Advisers 
as a presidential staff agency. Cornell. 

Frank W. Gery, Jx., B.S. Temple 1950; M.B.A. Boston 1952. Business cycles in sixteen 
New England metropolitan areas, 1947-54. Boston. 

Ricuarp W. Graves, B.B.A. Texas 1949; M.B.A. 1951. European experience in meeting the 
price-wage spiral. /ndiana. 

Howaxrp E. Mitcuers, B.A. Whitworth 1952; M.A. Washington 1954. The Employment 
Act of 1946 and the economic role of government: a study of trends in economic think- 
ing and prescription as evidenced by government economic policy-makers, 1946, 1956. 
Washington. 
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Money, Credit and Banking; Monetary Policy; Consumer Finance; 
Mortgage Credit 


Degrees Conferred 


Howarp K. AmmerMan, Ph.D. Chicago 1956. Canadian devaluation, 1949. 

Wayne Ancett, Ph.D. Kansas 1957. A century of commercial banking in Kansas. 

Anprew F. Brimmer, Ph.D. Harvard 1957. Monetary policy, interest rates and invest- 
ment behavior of life insurance companies. 

Rosert G. Connors, Ph.D. St. Louis 1955, Lessons for American monetary policy from 
analogous English experience. 

ANTHONY CosTanTiINo, Ph.D. California 1956. Monetary theory implicit in capital theory. 

Lance Davis, Ph.D. Johns Hopkins 1956. United States financial intermediaries in the 
early 19th Century: four case studies. 

Ropert C. Earnest, Ph.D. Ohio State 19°6. Growth and economic development of sav- 
ings and loan associations in Wisconsin. 

Davip P. Eastspurn, Ph.D. Pennsylvania 1957, Real estate credit controls as a selective 
instrument of Federal Reserve policy. 

Soput Tapros Geratssa, Ph.D. Wisconsin 1957. The determination of the stock of money 
and the promotion of economic activities in Egypt. 

Joun B. Harpert, Ph.D. California 1956. Industrial credit in Lebanon 

Citement Nyonc Isonc, Ph.D. Harvard 1957. Currency and credit in Nigeria 1850-1955. 

Joun H. Karexen, Ph.D. Mass. Inst. Technology 1956. Monetary policy and the public 
debt. 

Gorpon A. McLean, Ph.D. New York 1957, Divided authority in monetary management. 

CuHaries F. Meen.inc, Ph.D. New York 1957. Federal credit unions in the United States: 
an analysis. 

Witiiam Pico1t, Ph.D. Washington 1956. Monetary and debt management policies during 
1953-55. 

Ricwarp C. Porter, Ph.D. Yale 1957. A liquidity theory of bank operations. 

Appas Sepcut, Ph.D. Southern California 1956. An analysis of the problem of the integra 
tion of monetary and fiscal policies. 

LAWRENCE StarLicut, Ph.D. Harvard 1957. Monetary and fiscal policies in Communist 
China. 

Joun E. Van Tasser, Jr., Ph.D. Harvard 1957. An analysis of banking behavior of United 
States banks. 


NasroLtan Vagar, Ph.D. Kansas 1956. Liquidity of the assets of commercial banks in the 
United States, 1939-1953. 


Theses in Preparation 


James B. Boutpen, B.S. Illinois 1951; B.B.A. Baylor 1954, M.S. 1955. An organizational 
framework for commercial banks. Indiana. 

Jerome Currrorp, L.Ph. Loyola 1943; L.S.T. West Baden 1950; M.B.A. Pennsylvania 1952 
Issues relating to the independence of the Federal Reserve System. Pennsylvania. 

Lawrence D, Corsurn, M.A. Kansas City 1950. Relationship between consumer credit, 
personal consumption expenditures and personal saving. Fordham 

Joun R. Cox, B.S. Indiana 1947; M.B.A, Chicago 1948. Institutional residential mortgage 
lending in Los Angeles County 1951-1956. Southern California. 

Ray E. Dawson, B.S. Illinois Inst. Technology 1948; M.S. 1951. The effects of general 
credit controls upon consumer finance companies, 1951-1954. Northwestern. 

Joun V. Deaver, B.A. Mexico City 1948; M.A. 1949. The Chilean inflation, 1928-1955, 
a study in the demand for money. Chicago. 
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Witttam H. Desmonve, B.A. New York 1945. The origin of ancient coinage in religious 
ritual. New School for Social Research. 

Hucy R. E:siott, B.A. Harvard 1950; M.A. Chicago 1952. Savings deposits as money. 
Chicago 

Grorce Goovett, B.A. Carroll 1943; M.B.A. Chicago 1947. A study of the role of trade 
credit in the financing of American industry. Northwestern. 

Pyo Byunc Han, B.B.A. Emory 1955; M.A. Duke 1957. Utility theory of money and its 
implications for monetary policy. Duke. 

Paut M. Horvitz, B.A. Chicago 1954; M.A. Boston 1956. The structure of banking in 
New England: branches and mergers. Mass. Inst. Technology. 

Paut E. Junx, B.A. Blackburn 1951; M.A. Washington (St. Louis) 1954. Availability 
of bank credit for financing small business. Northwestern. 

Faw Asputta Ex Karsst, Lic. Baghdad 1951; M.A. Southern California 1954. A critical 
analysis of central banking in Iraq. Southern California. 

James K. Kinpant, B.A. Chicago 1951; M.B.A. 1953. The period of the resumption in 
the United States 1865-1879. Chicago. 

Apert Levenson, B.A. City (New York) 1953. The supply of funds to small firms. 
Columbia. 

Patricia May, B.A. Tulane 1950; M.A, 1952. An evaluation of the operation of consumer 
credit controls, 1950-52; the Korean war experience. Tulane. 

Georce Macesicu, B.A. George Washington 1953; M.A. 1954. Monetary disturbances in 
the United States, 1834-1845. Chicago. 

Henei J. L. Paetman, M.S. Columbia 1955. A macroeconomic study of interest. Columbia. 

Bexinpa K. Pearson, B.A. Wellesley 1952; M.A. Fletcher School 1954. Commodity reserve 
currency and currency convertibility. Fletcher School. 

Kennetn J. Rotnmwert, B.A. Western Australia, 1948; M.A. 1954. Impacts of inter- 
national portfolio investments on monetary structures. Harvard 

Rosert N. Scuweitzer, B.A. Wabash 1952. The role of money in economic fluctuations: 
with reference to specific historical episodes. California. 

Joyce G. Sxetyis, B.A. Temple 1954; M.A. Wisconsin 1955. Economic implications of re- 
serve requirement policies. Wisconsin. 


Public Finance; Fiscal Policy 


Degrees Conferred 


Kennetu G. Arnswortn, Ph.D. Brown 1957, Federal grants-in-aid and state taxes: a 
study of their effect upon Maine industry. 

Arnotpo L. Barrett, Ph.D. Virginia 1957. State taxation of financial institutions. 

J. Frepericxk Barron, Ph.D. Washington 1957, Valuation of inventories for income tax 
purposes 

Expert V. Bowven, Ph.D. Duke 1957. Kentucky highway expenditures: a case study in 
the economic allocation of highway funds. 

Dwicut S. Brotuers, Ph.D. Princeton 1957. Public policy toward tax depreciation allow- 
ances—a study of its influence on business decisions and the functioning of the economy. 

Joun FE. Cartockx, Ph.D. New York 1957. History and development of accounting control 
for federal expenditures 

Viner. L. Cretstian, Ph.D. Kentucky 1956. An incremental analysis of highway expendi- 
tures in Kentucky 

WriM F. Damrav, Ph.D. New York 1957. The rise of municipal hospital expenditures 
in New York City 1914-1954. 

Rrev R. Durrscnt, Ph.D. Washington 1957. Life insurance companies under the federal 
income tax. 
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Joun R. Freptanp, Ph.D. American 1957. The relevance of Keynesian theory to US. 
fiscal and monetary policy, 1945-1952. 

Sapun Lawtan Hammapt, Ph.D. Wisconsin 1957. Agricultural taxation in Iraq. 

Cuartes H. Kaun, Ph.D. Wisconsin 1957, Personal deductions in the individual income 
tax. 

Louise P. Lerpau, Ph.D. Wisconsin 1957. Non-fiscal goals in the New Zealand tax system 

Apty Fanmy Asper Mercuri, Ph.D. Wisconsin 1957. A comparative study in income tax 
administration-——Great Britain and Egypt. 

Wittiam F. Raine, Ph.D. Cornell 1957. History and development of the corporation 
income tax in New York. 

Raymonp L. Ricnman, Ph.D. Chicago 1956. A contrast of American and British income 
taxation. 

G. Atpen Sears, Ph.D. New York 1957. A survey and evaluation of alternatives in a 
strengthened local government revenue structure with special reference to Pennsylvania 

F. Joun SuHannon, Ph.D. Kentucky 1956. The conflict between law and administrative 
practice in valuation of property for taxation in Kentucky. 

Anset M. Suarp, PhD. Louisiana State 1956. A study of the countercyclical aspects of 
total government fiscal policy 1929-1940. 


Theses in Preparation 


Norman Aprer, B.B.A. City (New York) 1954; M.S. Wisconsin 1955. Income tax ad- 
ministration of wage and investment income. Wisconsin. 

Lewis C. Bett, B.A. Berea 1953. Third structure taxes: applicability for Kentucky 
Kentucky. 

WituiaM B. Bentsen, B.A. Denison 1950; M.A. Minnesota 1953. The taxation of capital 
gains and imputed income: the influence of traditional income concepts on their present 
treatment in the United States and Great Britain. Wisconsin 

Bernarp G. Brown, B.A. City (New York) 1953. A study of the incidence of consumption 
taxation. Wisconsin. 

Rosert L. Darcy, B.A. Knox 1950; M.A. Indiana 1951. Municipal finance problems, with 
special attention to the income tax proposed for the City of Denver. Colorado. 

James J. Diamonp, B.S. De Paul 1950; M.B.A. 1951; M.A. Northwestern 1957. A pure 
theory of local expenditures: an empirical test. Northwestern 

Acrrep L. Epwarps, B.S. Livingstone 1948; M.A. Michigan 1949. The severance tax and 
state ‘inances. Jowa. 


Donato L. Etticxson, B.A. Luther 1950; M.A. Wisconsin 1951. A history of land taxation 
theory. Wisconsin. 


Louis Fier, B.A. Brooklyn 1947; M.A. 1949. The fiscal economics of state bonuses for 
veterans 1941-1957. New York. 


Waytanp D. Garpner, B.A. Doane 1950; M.S. Wisconsin 1951. Taxation of farm income 
Wisconsin. 

Georce Hanc, B.S. Columbia 1950; M.A. 1952. U. S. savings bonds and federal debt 
management. Columbia. 


James M. Hemet, BS. Harvard 1935, LL.B. 1938; M.S. Columbia 1948. The purchase of 
tax exempt bonds by individuals in the 1946-1956 decade. New York 


SHanc Prao Kianc, B.A. Hangchow Christian 1938; M.A. Colorado 1948. Colorado sales, 
service and gift taxes. Colorado. 


Sister CaTHerine THerese Knoop, B.A. Mount St. Mary’s 1953; M.A. St. Louis 1954 
Trends in the financial aspects of Old Age and Survivors Insurance. California. 


Sanc Soo Kwak, B.A. Park; M.A. Wisconsin 1956. Luxury taxes. Wisconsin. 


840 ‘1HE AMERICAN ECONOMIC REVIEW 


Howaxo J. McBrive, BS. Illinois 1950; M.S. 1954. The federal excise tax on freight. 
Illinois. 

Cuunc Hiew Riew, BA. Korea; B.S. Bridgewater; M.A. Wisconsin 1955. Thirty years of 
Wisconsin land taxation. Wisconsin. 

Guy A. Senick, B.S. Purdue 1952; M.S. 1953. An analysis of the rule of taxation during 
the Chilean inflation, 1946-1956. Harvard. 

Paut E. Smitu, B.A. San Diego State. The impact of the corporation income tax on in- 
vestment and its implications for changes in present tax policy. Michigan. 


International Economics 


Degrees Conferred 


Jou. Bernstein, Ph.D. Chicago 1956, The integration of the sterling payments system 
and the intra-European payments arrangements, embodied in the European Payments 
Union. 

Carvin P. Briain, Ph.D. Texas 1957. Fluctuations in United States imports from Brazil, 
Colombia, Chile, and Mexico, 1919-1954. 

WiitiaM Bryan, Ph.D. Wisconsin 1957. The economics of the Anglo-lranian Oil dispute. 

Anpore L. Daniere, Ph.D. Harvard 1957. Problems of commodity classification in inter 
national trade studies and factor analysis of international commodity trade. 

Harry E. Encciisu, Ph.D. California 1957. The role of international trade in Canadian eco- 
nomic development since the 1920's. 

Sonia S. Gop, Ph.D. Pittsburgh 1956. The national development programs of the Inter- 
national Bank of Reconstruction and Development with special reference to the roles of 
government and private enterprise. 

Duxu Haran Natu Gurtoo, Ph.D. Princeton 1956. India’s balance of international 
payments, 1920 to 1953. 

Georce A. Hay, Jr., Ph.D. Mass. Inst. Technology 1956. Customs unions and efficiency of 
resource allocation 

Karet Hotsik, Ph.D. Wisconsin 1957. Economic liberalism in Italian foreign trade, 1946-53. 

Leon Horrerman, Ph.D. California 1957. Japanese national income and international 
trade; a structural analysis 

Jonn Huser, Ph.D. Syracuse 1957. U. S. investment in foreign bonds, a study in inter- 
national capital transfers. 

Hikxoya Katayama, Ph.D. Wisconsin 1957. Japan’s balance of international payments be 
tween 1924 and 1936. 

Cut Line Leg, Ph.D. Wisconsin 1957. Criteria of a successful flexible exchange system. 

Grorc Marats, Ph.D. Wisconsin 1956. Disequilibrium in the South African balance of 
payments between 1925 and 1952. 

Guenter H. Martersporrr, Ph.D. Harvard 1957. Considerations for the economic inte 
gration of Western Europe. 

Jorn R. Moorr, Ph.D. Cornell 1956. The impact of foreign direct investment on an under- 
developed economy : the Venezuelan case. 

Rospert A. Munve tt, Ph.D. Mass. Inst. Technology 1956. Essays in the theory of inter- 
national capital movements. 

Bernaro Norwoop, Ph.D. Fletcher School 1957. The “Buy American” policy: a study of 
U.S. Government preferential procurement. 

Rosert W. Otrver, Ph.D. Princeton 1957. The origins of the International Bank for 
Reconstruction and Development. 

Turopore K. Oscoov, Ph.D. Yale 1957. East-West trade controls. 

Grant L. Reuper, Ph.D. Harvard 1957. Britain’s export trade with Canada. 
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Ricuarp W. Ricuaroson, Ph.D. Johns Hopkins 1957. Type of intergovernmental com 
modity agreements and their stabilizing effects. 

Cuartes E. Statey, Ph.D. Mass. Inst. Technology 1956. Export taxes: a problem in 
international trade and economic development. 

Exroy J. Steere, Ph.D. Iowa 1957. Sources of development funds for Latin America with 
reference to the proposed Inter-American Bank for Economic Development. 

Munc-cuio Cuao Sun, Ph.D. Michigan 1957. Japanese raw silk and American raw 
cotton. 

Huco A. Weiss, Ph.D. New York 1956. The tariff in policy and theory: trends in the 
United States since the ’twenties. 

Josern V. Yaxowicz, Ph.D. New York 1957. Economic reconstruction, nationalizat 
and agrarian reform in postwar Poland. 


Theses in Preparation 


Irvinc ACKERMAN, B.B.A. City (New York) 1942; M.B.A. 1950. The importance of the 
Philippines in the export and import trade of the United States. New York. 

Cuaries E. Barrett, B.A. Loyola 1942; M.A. Maryland 1950. German exchange experi- 
ence since 1948. Maryland. 

Martin R. Barrett, B.A. Williams 1954. International trade and the monetary mechanism 
in underdeveloped countries. arvard. 

Dare L. Cramer, B.S. Bradley 1950; M.A. 1951. Relationship between monetary and 
fiscal policy and external policy, and their effect upon the national income and price 
levels in Latin America. Louisiana State. 

Avexanper M, Garcia, B.A. New York 1949. The administration and operation of 
Western Hemisphere trade corporations. New York 

WitiiaM R. Garpner, B.B.A. Oregon 1952; M.S. 1955. The Canadian dollar, 1950-1956 
a case study of exchange rate stability in a free market. /ndiana 

Hovurmovuzios G. Grorciavis, B.A. Cornell 1954. The equilibrium balance of payments 
Cornell. 

Sopnt Tapros Geratssa, B.S. Alexandria (Egypt) 1949; M.A. Chicago 1956. A study in 
the Egyptian exchange equation. Wisconsin. 

Georrrey B. Harnswortn, B.S. London School 1952. The economic links of the Com 
monwealth, especially those relevant to the pattern of international trade in the associ 
ation. California. 

Mitcuett Harwitz, B.A. Brandeis 1954, Problems in the dynamic theory of comparative 
advantage. Mass. Inst. Technology. 

Wituiam C. Horiincer, B.A. Swarthmore 1947. The international aspects of the In- 

_ donesian economy: their significance for development. Mass. Inst. Technology. 

Crarx Jorr, B.A. George Washington 1949; M.A. 1949. A comparative study of foreign 
exchange control practices in selected countries. Wisconsin 

KennetH M. KaurrMman, B.A. California 1952; M.A. Harvard 1955. Capital accumula- 
tion. Harvard. 

Donatp B. Keestnc, B.A. Harvard 1954; M.A. 1956. International trade and industry 
structure: their interrelation in economic development. Harvard. 

Francis A. Lres, B.A. Brooklyn 1948; M.A. St. Louis 1954. A critical analysis of the 
European Payments Union, from 1954 to the present. New York. 

Lawrence F. Mansrievp, B.A., B.S. Washington and Lee 1947; M.A. Florida 1948. The 
International Monetary Fund, 1945-1956. North Carolina. 

Srecrrep Marks, B.A. British Columbia 1954. The multiple exchange rate system of Chile 
Vanderbilt. 

Russet U. McLavecnuin, B.S. Temple 1947; M.A. 1948. United States public and 
private investment in Liberia. Pennsylvania 
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Wattuer P. Micwaet, BS. Columbia 1950. International capital movements and eco- 
nomic development (1950-1954). Columbia. 

Turtey R. Minos, B.A. Occidental 1950. International ramilications of recent United 
State recessions. California. 

Azizaut F. Monammenp, B.A. Bombay 1947; M.A. Sind 1949. The impact of foreign aid 
upon underdeveloped countries. George Washington. 

Roiy Prexarz, B.A. Brooklyn 1953. Certain aspects of international trade in their bearing 
upon economic growth. Johns Hopkins. 

Rosext A. Rosextson, B.S. California 1952, MLS. Illinois 1954. Changes in Canadian im- 
ports from the U. S. in the postwar period. Illinois. 

Seu-Hyuck Ryu, M.S. Waseda, Tokyo. The international balance of payments’ problem 
of underdeveloped countries. Cincinnati 

Rosert G. Scuroeper, B.A. California M.A. 1953. Balance of payments implications 
of European integration. California. 

Daviv Stater, B.A, Queens (Ontario) 1947; M.A. Chicago 1950. The growth and structure 
of Canadian imports, 1926-55. Chicago. 

kcon Sonmen, M.B.A. Inst. Internat. Trade, Vienna 1952; Dr. rer. pol. Tiibingen 1954. 
The economics of flexible exchange rates. Muss. Inst. Technology. 

Rovert M. Steen, B.S. California 1948; M.B.A. Chicago 1952. Trade, U. S. foreign aid, 
and agricultural surpluses. Columbia 

Exik Tuoxpecke, B.A. Dutch School of Econ. 1951. The tendency toward regionalization 
in international trade. California. 

Latcupt S. VENKATARAMAN, B.A. Dehli 1950; M.A. 1952. A statistical study of Indian 
jute production and marketing with special reference to foreign demand. Chicago. 

Corne is Visser, B.A. California 1949; M.A. 1950. Japan's position in the changing 
pattern of world trade and payments, with particular reference to South and South- 
east Asia. California. 

Koxne tis Warraven, B.A. Rochester 1954; M.A. Syracuse 1957. Netherlands foreign 
investment 1946-56. Syracuse 

Puitiu M. Woo, B.A. St..Francis 1952. Korea: an analysis of foreign policy in relation to 
economic rehabilitation and reconstruction, 1945-1955. New York. 

Witttam J. Woovrine, B.A. St. Francis Xavier 1951; M.A. McGill 1953. The adequacy 
of foreign exchange reserves. Mass. Inst. Technology. 


Business Finance; Investment and Security Markets; Insurance 


Degrees Conferred 


Frevexick Amurnc, Ph.D. Pennsylvania 1957. Some aspects of timberland ownership in 
New England, the South and the Lake States for selected owners with specific reference 
to owners in New England. 


James A. Byaro, Ph.D. Texas 1957. Variable annuities. 

Ottver D. Dickerson, Jr., Ph.D. Pennsylvania 1957. Guaranteed renewable disability in- 
surance. 

Lawrence Fisner, Ph.D. Chicago 1956. Determinants of risk premiums on corporate 
bonds. 

Rosert E. Kennevy, Jr., Ph.D. Texas 1957. The concept of growth in the evaluation of 
common stocks as illustrated by the chemical products industry. 

Howarp C. Launstems, Ph.D. Ohio State 1956. Accounting tools for management of 
casualty insurance companies. 

Freo J. Muetrer, Ph.D. Ohio State 1956. Amortization of emergency facilities. 


Grutio Pontecorvo, Ph.D. California 1956. The stock exchange: its role at various stages 
of capitalist development 
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Theses in Preparation 

Barniz E. Aperre, B.S. Illinois 1951; M.S. 1953. Federal income taxation of life insurance 
companies. Illinois. 

Oswatp Bow.mn, B.S. Texas A. & M. 1951; M.S. 1954. Factors affecting equity financing 
of American business corporations 1946-1955. Illinois. 

Avery B. Conan, B.A. Cornell 1934. The pricing of underwriters’ services. Columbia. 

Kenneta D. Courtney, B.A. Washington 1951; M.B.A. 1954. The intermediate-term 
financing of small retail business enterprises. Ohio State. 

Mytes S. Detano, M.A. Bates 1943; M.A. Boston 1947. A study of the performance of 
common stocks in selected industries during inflation and deflation. Brown. 

Daniet E. Dramonp, B.A. Massachusetts 1951. The economic impact of American life 
insurance investments on the economy, New York. 

Pritrp M. Favucett, Jr., BS. Illinois 1940; M.B.A. Harvard 1942. Interest rates and the 
allocation of investment funds. Jllinois. 

Gerarp Gorp, B.S. City (New York) 1948; M.A. Washington 1949. Analysis of hedging 
gains and losses in New York cottonseed oil failures 1937-1955. Columbia. 

Cravrorp D. W. Gooprn, B.A. McGill 1955; M.A. Duke 1957. The development of the 
Canadian capital market 1900-1930. Duke. 

Ricnarp W. Hoorey, B.S. New York 1947; M.A. 1948. The natural gas industry; a study 
in the adaptability of life insurance investment policies. Columbia. 

Marsmatt Kotitn, B.A. Reed 1951; M.A. Chicago 1953. Investor valuation of corporate 
dividends and retained earnings. Chicago. 

Jack McEwroe, B.A. Alfred 1950; M.A. Syracuse 1953. Investment theory and regulated 
industry. Syracuse. 

Joun B. Minick, B.S. Temple 1943; M.A. Southern California 1954. A study of consumer 
credit insurance in Nebraska. Southern California. 

Garnet D. Oxive, B.A. Iowa State Teachers 1947; M.A. Iowa 1950. An analysis of 
dividend policies. lowa. 

Rates C. Rinccenserc, B.A. Cornell 1947; M.B.A. Denver 1947. An analysis and evalua- 
tion of the substitution of income debentures for preferred stock in the capital struc 
tures of Class I railway companies. Northwestern. 

Hersert Sim, B.A. City (New York); M.A. Undistributed profits and investment. 
Syracuse. 

Jerome Snyper, B.B.A. City (New York) 1942; M.B.A. Pennsylvania 1950. Recent 
developments in the theory and practice of capital budgeting. Michigan. 

Frank L. Turceon, B.S. Georgetown 1951; M.B.A. New York 1952. An investment analy - 
sis of the common stocks of the domestic agricultural equipment industry. New York 

Bismarck WitxiiaMs, B.A. Morehouse 1947; M.B.A. Atlanta 1950. Preferred stock re 
fundings into debt in the post-war period. Chicago. 

Grover Wirick, B.A. Michigan State; M.A. Michigan. The cost of equity capital to public 
utility companies. Michigan. 


Business Organization; Managerial Economics; Marketing; Accounting 


Degrees Conferred 

Ricumonp O. Bennett, Jr., Ph.D. Texas 1957. Cost accounting and budgeting problems 
in aircraft manufacturing. 

Wituiam Corutsky, Ph.D. New York 1957. Methods of forecasting chemical commodity 
demand. 

Rosert D. Entenserc, Ph.D. Ohio State 1956. The changing competitive position of de 
partment stores in the United States by merchandise lines. 

Leo G. Exicxson, Ph.D. Iowa 1957. Some aspects of the experimental approach in 
marketing, with particular reference to its role in pricing. 
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W. C. Frewerren, Je., Ph.D. Columbia 1957. Current concepts on costs as a basis for 
depreciation. 

Raout J. Freeman, Ph.D. Mass. Inst. Technology 1957. Operational analysis of indus- 
trial research. 

E. Ph.D. Washington 1956. A simplified reconciliation of eco- 
nomic and accounting determinants of depreciation cost. 

Guy G. Goxvoy, Ph.D. California 1957. The wholesaling potential of a satellite city. 

Joun O. E. Harptn, Ph.D. Minnesota 1957. A study in production planning. 

Louis T. Harms, Ph.D. Pennsylvania 1955. The introduction of office machines and em- 
ployment of office workers in the United States, 1900-1950. 

Ropert K. Jaevicxr, Ph.D. Minnesota 1957. The guaranteed annual wage and accounting 
for decision making 

SATYENDRA Kumar Jain, Ph.D. New York 1957. The role and problems of management 
in rapid industrial growth 

Firoyp H. Jenkins, Ph.D. Ohio State 1957. A determination of the basic problems in 
foremanship 

Mervin Kon, Ph.D. St. Louis 1957. The St. Louis merchant dry goods wholesaler in 
transition 

WitiiaM Lazer, Ph.D. Ohio State 1956. An analysis and evaluation of the marketing of 
textile clothing by Western Canadian manufacturers. 

Stewart M. Lee, Ph.D. Pittsburgh 1956. Some economic implications of resale price 
maintenance with particular attention to the discount house. 

Epvtson A. Lynn, Sr., Ph.D. Florida 1957. “Standards” vs “principles” in the organization 
of industrial enterprises. 

Joun P. Maccarp, Jr., Ph.D. North Carolina 1957. Determining consumer shopping habits 
and opinions for local communities 

Husert L. Menn, Ph.D. Texas 1957. Cost accounting and budgeting for state mental 
hospitals. 

Kemper W. Merriam, Ph.D. Texas 1957. Cost accounting for the mining, milling, and 
smelting of copper ores. 

Davin D. Monteson, Ph.D. Ohio State 1957. Value added as a measure of economic 
contribution by marketing institutions. 

Rosert W. Morerr, Ph.D. St. Louis 1957. An inquiry into some aspects of managerial 
decision-making. 

Georce S. Opiorne, Ph.D. New York 1957. A theory of informal organization considered 
as a branch of small group studies. 

Eric C. Orsterte, Ph.D. Purdue 1957. A financial analysis of independent food stores in 
Indiana. 


Henry D. Ostaerc, Ph.D. Ohio State 1957. Functional discounts: their economic and legal 
implications. 


Detmas D. Ray, Ph.D. Florida 1956. An evaluation of accounting pramcretaiedh as an 
accentuating factor in business fluctuations. 


Myron H. Ross, Ph.D. Pennsylvania 1957. The economic structure of the Philadelphia 
parking market 

Bevie T. Sanvers, Ph.D. Texas 1957. An examination of contemporary practices in 
accounting for intangible assets. 

Rosert J. Smitu, D.B.A. Indiana 1957. An analysis of current theory and practice re- 
garding the elements of cost included in inventory by manufacturers. 


Rosert T. Sprouse, Ph.D. Minnesota 1956. The effect of the concept of the corporation 
on accounting. 
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Wiiarp E. Stone, Ph.D. Pennsylvania 1957. Management practices with respect to 
internal transfer pricing in large manufacturing companies. 

Artur L. Svenson, Ph.D. New York 1956, Early development of the theory of organiza- 
tion. 

Donatp S. Tutt, Ph.D. Chicago 1956. An examination of the hypothesis that advertising 
has a lagged effect on sales. 

BroTHER LasaALLe Woe.ret, Ph.D. Texas 1957. A comparative study of certain accounting 
institutions and practices in England and in the United States. 

Ricwarv S. Woops, Ph.D. Pennsylvania 1957. Non-factory costs and the period concept: 
an analysis of certain accounting practices in manufacturing enterprises, and their effects 
on reports to marketing management. 

Evcar B. Yacer, D.B.A. Indiana 1957. An evaluation of annual reports of selected indus- 
trial corporations for compliance with certain standards of Accounting Research Bulletin 
—Number 43. 

RaymMonvp J. Ziecier, Ph.D. Florida 1957. The application of managerial controls in 
selected business firms. 


Theses in Preparation 


Marcus Avexis, B.A. Brooklyn 1953; M.A. Michigan State 1954. Racial variations in 
expenditure patterns with special reference to automobile ownership. Minnesota. 

ArtHuR T. ANperson, B.A. City (New York) 1954. Waste material reclamation in the 
American economy. Harvard. 

Gorpon E. Bert, B.B.A. Miami 1948; M.B.A. Florida 1950. The usefulness of various 
kinds of fixed cost information for selected managerial and other purposes. Florida. 

Wirmar F, Berntuat, B.A. Valparaiso 1949; M.BA. Michigan State 1950. Foreman’s 
committee role in management. Jndiana. 

Raysronp Buteux, B.S. New York 1946; M.B.A. 1949. On the indirect extension of 
advertising ideas. New York. 

Rocco Carzo, Jx., B.S. Delaware 1951; M.S. Baylor 1953. A study of inventory decision- 
making in the management of selected industrial firms and its implications to aggregative 
inventory behavior. Indiana. 

Burorp A. Casey, B.A. Bridgewater 1938; M.B.A. Harvard 1947. New products marketing 
in theory and practice. Ohio State 

Ropert L. Crewrtt, B.A. California 1947; M.A. 1949. The economics of automobile 
distribution. Michigan. 

KatMAN J. Conen, B.A. Reed 1951; B.Litt. Oxford 1953; MS. Carnegie Inst. Tech- 
nology 1956. Mathematical models for optimal machine maintenance and replacement 
policies. Carnegie Inst. Technology. 

A.rrep A. Cox, B.S.E. Arkansas State Teachers 1949; M.B.A. Arkansas 1953. A study of 
the sales function by franchised automobile dealers in the marketing of new auto- 
mobiles. Dhio State. 

Haroitp Demsetz, BS. Illinois 1953; M.B.A. Northwestern 1954. Product innovation and 
imitation in the food industries. Northwestern. 

Brian Drxon, B.A. Manitoba 1950; M.Com. Toronto 1953. Implications of selected price 
discrimination cases on management price policy. Michigan. 

H. Ropert Dovce, B.S. Ohio State 1951; M.B.A. 1954. Incentive compensation for sales 
executives—a critical analysis and evaluation of incentives for sales executives. Ohio 
State. 

Joun T. Dovtt, B.A. Muskingum 1939; M.B.A. Harvard 1941. Economic factors in the 
development of the paint and varnish industry with particular attention to their market 
implications. Pittsburgh. 
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James B. Foxwortu, B.B.A. Chattanooga 1948; M.B.A. Pennsylvania 1949. The impact 
of electronic data processing in management processes. Columbia. 

Groxce Frey, B.S. New York 1947; M.B.A. 1950. Determination of the factors which 
affect sponsor identification in multiple sponsorship. New York. 

Hagrison L. Gratawout, BS. Indiana 1951; M.BA. 1951. The impact of trading stamps 
on retail advertising and pricing practices in Indianapolis, Indiana. Indiana. 

Feuix Kaurman, B.A. Chicago 1942; M.B.A. 1948. Impact of electronic data processing 
on the audit function. Chicago. 

Baxkey Kiparian, B.S, Rhode Island State 1950; M.B.A. New York 1952. A critical 
analysis of the costume jewelry industry. New York. 

Roy A. Ktaces, B.S. Southeast Missouri State 1938; M.B.A. Texas 1945. An analysis and 
interpretation of the factors influencing the decentralization of the downtown depart- 
ment stores. St. Louis. 

Ronatp R. Larson, B.A. Baker 1951; M.B.A. Indiana 1953. Trading stamp habits of In- 
dianapolis families. Jndiana. 

Evison A. Lynn, Sr., M_E. Cornell 1912; M.B.A. Miami 1953. “Standards” vs “principles” 
in the organization of industrial enterprises. Florida. 

Micriart Z. Masser, B.S. Michigan 1937; M.B.A. Northeastern 1940. A management de- 
velopment auditing device. Northwestern. 

Freverick E. May, B.A. Michigan 1949; M.B.A. 1955. Attributes of car owners influenc- 
ing their car purchasing behavior. Michigan. 

Bruce D. McSrarein, Sk., B.B.A. Oklahoma 1951; M.B.A. Indiana 1952. Organization 
of the production function. Indiana. 

Boris Part, B.Econ., LL.B. Tartu (Stockholm) 1952; M.B.A. Northwestern 1940. A 
study of direct distribution in the shoe industry with particular reference to the factors 
determining the extent of manufacturer control of the distributive functions. North- 
western. 

Apert C. Prerson, B.A. Illinois 1935; M.B.A. Harvard 1947. Tourism. Columbia. 

Quentin Ponver, B.S. Southwest Missouri State 1950; M.B.A. Tulsa 1952. The super- 
visory practices of foremen as related to criteria of effectiveness. Columbia. 

Vatentine F, Ripoway, BS. Missouri 1948; M.S. 1950. Manufacturer-dealer relationships. 
Cornell. 

Joun A. Ritcury, B.S. Purdue 1941; M.S. Mass. Inst. Technology 1946. Participational 
management through advisory boards. Chicago. 

Donato A. Scuramexk, B.B.A. Wisconsin 1948; M.B.A. Northwestern 1956. Statistical 
sampling and verification in auditing. Northwestern 

Gerorce Scuwartz, B.A, Brooklyn 1943. A critical analysis of the development of market- 
ing thought. Pennsylvania. 

Lioyp V. Seawatt, B.B.A. Wake Forest 1953; M.B.A. Indiana 1954. An analysis of annual 
reports of selected American corporations for compliance with certain pronouncements 
of the American Institute of Accountants and an investigation of observable instances 
of noncompliance. Indiana. 

Max Sniper, BS. Illinois 1936; M.S. 1937; M.B.A. Stanford 1941, Location study— 
wholesale groceries, Bethlehem, Pennsylvania market area. Pennsylvania. 

Anprew C. Sreory, B.S. Carnegie Inst. Technology 1956. Mathematical models of ac- 
counting and budgetary control systems. Carnegie Inst. Technology. 

Henry M. Sreere, B.S. Missouri 1949; M.A, 1950. An evaluation of the usefulness and 
limitations of accounting data adjusted for price level changes. Indiana. 

Donatp C. Srreever, B.S. Pennsylvania 1952; MS. Illinois 1954. Relation of utilization 
of productive capacity to new business investment in plant and equipment. Jiinois. 

Joun L. Strike, B.S. Utah 1947; M.B.A. Northwestern 1950. Universal approach to job 
evaluation. Northwestern. 
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Aten J. Twarx, B.S. Kent State 1953; M.B.A. 1954. Sales effort and its effect on the 
quantity sold. Illinois. 

Louis D. Vo.rr, B.S. Iowa State 1952; M.A. lowa 1956. The determination and use of 
sales potentials. Jowa. 


Industrial Organization; Government and Business; Industry Studies 


Degrees Conferred 


Josern Atrov, Ph.D. Harvard 1957. Location factors in the synthetic fiber industry with 
special reference to Puerto Rico. 

Francis J. AtBerts, Ph.D. New York 1957. Profits and profitability in the chemical in 
dustry. 

Joun J. Breen, Ph.D. Clark 1957. An analysis of the regulation of milk by the State of 
Rhode Island, 

Giisert T. Brown, Ph.D. Yale 1957. The entry of new firms into manufacturing in 
Connecticut since World War II. 

Cart L. Butter, Ph.D. Maryland 1957. The problem of highway user charges. 

Joun E. Crayton, Ph.D. Pennsylvania 1957. Public utility regulation in Georgia. 

Jay D. Coox, Ph.D. Ohio State 1956. Cost concepts and problems under state unfair sales 
and practice acts. 

Joun Craven, Ph.D. Syracuse 1957. The cotton textile machinery industry. 

Ricwarp K. Darr, Ph.D. Nebraska 1956. A history of the Nashua and Lowell Railroad 
Corporation 1835-1880. 

Ricnarp N. Farmer, Ph.D. California 1957. Maritime operating-differential subsidies 

BenyamMin Gorpserc, Ph.D. American 1957. A case study in price control during the 
Korean emergency—the petroleum industry in the U.S.A. 

Joserpu R. Hartiey, D.B.A. Indiana 1957. The impact of the St. Lawrence Seaway on the 
mid-west grain markets. 

Ex.von S. Henprixsen, Ph.D. California 1957. Capital expenditures in the steel industry, 
1900-1953: an investigation of economic factors influencing their timing and magnitude 

Yen Hut Ho, Ph.D. Southern California 1957. The impact of inflation upon the steel in- 
dustry of the U. S., 1946-1954. 

Iv to, Ph.D. Wisconsin 1957. Inter-company variations in electric utility unit 
costs. 

Davin D. Kenorick, Ph.D. California 1956. Organizational aspects of the international 
transfer of technical knowledge: a case study of the drug industry 

Eowarp J. Neuner, Jr., Ph.D. Columbia 1957. Monopoly and competition in natural 
gas production. 

Hucu S. Norton, Ph.D., George Washington 1956. An economic survey of the Diesel 
locomotive in the railroad industry in the United States. 

Raven H. Oakes, Ph.D. Chicago 1957. Prices paid for some fair traded items in different 
types of Chicago stores 1953-1955. 

Earte W. Orr, Ph.D. Iowa 1957. A synthesis of theories of location, transportation rates, 
and spatial price equilibrium, with applications to the development of the meat-packing 
industry in the southeastern states. 

STEPHEN Paranka, D.B.A. Indiana 1957. An economic analysis of mass transit opera- 
tions in the United States. 

Tuomas A. Petit, Ph.D. California 1956. The economics of the softwood plywood in 
dustry. 

Lemont K. Ricuarvson, Ph.D. Wisconsin 1956. The R.E.A. program in Wisconsin. 

Warren J. Samuris, Ph.D. Wisconsin 1957. The concepts of major business and labor 
organizations on the role of government in the economy. 
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Saut S. Sanvs, Ph.D. Pennsylvania 1957. Trends in scale of production and in concentra- 
tion, United States manufacturing industry, 1904-1947. 

Howagp G. Scnuttz, Ph.D. Pittsburgh 1957. Economic aspects of price control in the meat 
industry during World War II. 

Tsunc-yuen Suen, Ph.D. Yale 1957. A quantitative study of production in the American 
cotton textile industry, 1840-1940. 

Steruen H. Sosnicx, Ph.D. California 1956. Contemporary norms for market structure 
and behavior: a critical appraisal. 

James M. Watwer, Ph.D. North Carolina 1957. The economic philosophy and theory of 
the Supreme Court in recent Sherman Act cases on single-firm expansion. 


Theses in Preparation 


Ricuarp S. Aun, BA. Chicago 1950; M.A. 1954. Electric power allocation in the 
Pacific Northwest. Chicago 

Ben A. Atvorpv, B.S. Alabama Polytechnic Inst. 1951; MLS. Illinois 1954. A study of the 
financing of the U. S. domestic trunk airlines 1946-1954. Illinois. 

Stantey E. Boyie, B.B.A. Washington State 1954. Some economic aspects of the petro 
chemical industry. Wisconsin. 

Ropert C. Brooks, Jx., B.A. Chicago 1946; M.B.A. 1951. The meaning and determina 
tion of “Injury to competition” as applied in the enforcement of sections 2a, 2b, and 2f 
of the Robinson-Patman Act. Chicago. 

Feancis E. Brown, Jr., B.S. Bethany 1949; M.B.A. Pennsylvania 1951. The definition and 
measurement of the travel and vacation industry. Pennsylvania. 

NormMan Byexrs, B.S. Northwestern 1950; M.A. 1954. Quality competition in transporta- 
tion: trailer-on-flat car. Northwestern. 

Benyamin Criistorner, B.A. Duke 1948; M.A. 1951. Geographic wage differentials and 
industry location. Princeton. 

WituiaM I. Davisson, B.A. Puget Sound 1953; M.A. 1954. The impact of public power 
development on the Pacific Northwest. Cornell. 

Joun Lawrence Enos, BS. Mass. Inst. Technology 1949; M.A. Western Reserve 1956. 
The history of cracking in the petroleum refining industry 1908-1957. Mass. Inst. Tech- 
nology 

Ricuaro Nem Farmer, A.A., B.A. California 1950; M.A. 1952. An analysis of the 
effects of operating differential subsidies, Merchant Marine Act, 1936, as amended. 
California 

Howarp C. Gites, B.S. Kentucky 1949; M.S. 1957. A case study of the Indiana Restaurant 
Association. Purdue 

Leroy J. Grossman, B.S., B.A. Washington (St. Louis). The growth and significance of 
the apparel industry in Tennessee, 1940-1956. Vanderbilt. 

Frev S. Horrman, B.A. California (Los Angeles) 1947; M.A. 1948. An economic analysis 
of urban traflic congestion, with special reference to Los Angeles. California. 

Wittiam E. Hurtey, B.S. Ohio State 1949; M.B.A, 1950. Titan of Pennsylvania, a business 
history of the Titan Metal Manufacturing Company, Bellefonte, Pennsylvania. Indiana. 

Water H. Jounson, B.A. Connecticut 1950; M.A. 1951. The effects of vertical integra- 
tion patterns on the electric utility industry. Western Reserve. 

Rosin C. Linsrromperc, B.A. Pacific 1954; M.A. 1955. The public agency benefit-to-cost- 
ratio and concepts of social cost. Oregon. 

Ricuarp S. Maxtin, B.A. Harvard 1950; M.S, Cornell 1955. The behavior of the steel 
industry: a case study based on social accounting analysis. Cornell 

Wittiwm D. Maxwenr. B.A. North Carolina 1949; M.A. 1954. The rate structure in 

interstate trucking. Johns Hopkins 
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Sipney L. Mirier, Jr. B.A. Stanford 1941; M.A. 1949. Economics of small shipments. 
Pennsylvania. 

Water G. Mitcuent, B.S. U. S. Military Academy 1943; M.B.A. Columbia 1953. The 
management of “fair trade.” Columbia. 

Cuartes T. Moore, B.S. Indiana 1952; M.B.A. 1953. The economic effects of water 
transportation on the Ohio River. Indiana. 

Ropert S. M. Nievsen, B.Ec. Sydney 1949; B.Ec. Melbourne 1947. The economics of 
tanker operations with special reference to the role of the independent tanker owners. 
California. 

Gorvon Novornie, B.A. Pennsylvania State 1940; M.L. Pittsburgh 1952. Analysis of em- 
ployment stabilization programs and techniques with special emphasis on the steel in- 
dustry. Pittsburgh. 

Joun Oris, B.Cur, Syracuse 1943; M.B.A. 1950. The abrasives industry. Syracuse. 

Peter PasHician, B.A. Wayne 1954. Market behavior in the automobile industry 1946- 
1956. Mass. Inst. Technology 

James Mitton Patterson, B.S. U. S. Merchant Marine Academy 1945; M.B.A. Cornell 
1954. Merchant Marine promotion: a study in business-government relations. Cornell. 

Cuiu Hock Quan, M.A. Colorado 1955. The economics of natural and synthetic rubber. 
Colorado. 

Joun W. Rrecer, B.B.A. Michigan 1947. Research and competition in the railway car 
industry. Harvard. 

Josern Romo, B.S. City (New York) 1940; M.A. American 1950. The titanium industry 
and the federal government. American. 

Grorce W. Rucker, B.A. Oklahoma 1951; M.A. 1953. Some economic assumptions under- 
lying long-range forecast of electric power needs. Oklahoma. 

Everett W. Scitavt, B.B.A. Boston 1932; M.A. Texas 1936. The migration in American 
industry 1939-1954. North Carolina. 

Eric Scnenker, B.B.A. City (New York) 1952; M.S. Tennessee 1955. A port authority 
for the State of Florida. Florida. 

Stan.ey A. Serr, B.A. Texas A. & M. 1947; M.A. North Texas State 1949. Municipal 
electric systems in Oklahoma. Oklahoma. 

Frep S. Sr_anper, B.S. New Hampshire 1949; M.S. 1952. Analysis of business mergers, 
with special emphasis on the textile industry. Cornell. 

Geratp F. Sorrensen, B.Ph. Wisconsin 1939; M.A. California (Los Angeles) 1957. Eco- 
nomic criteria applied to highway construction. California (Los Angeles). 

Ronatp H. Wo rr, B.B.A. Washington 1939; M.A. 1949; B.D. Union Theological 1952. A 
study in the development, internal organization, external relationships, and significance 
to the economy, of General Motors Corporation. Vanderbilt. 

James S. Wortey, B.A. Vanderbilt 1949; M.A. 1950. Research and competition. Princeton. 

Leonarp T. Wricut, B.S. Syracuse 1948; M.B.A. 1949. A search into the financial effects 
of recent corporate mergers and consolidations. American. 

Zenon S. Zannetos, B.A. Kansas 1953; M.S. Mass. Inst. Technology 1954. Oil tanker 
markets and oil tanker rates. Mass. Inst. Technology. 


Land Economics; Agricultural Economics; Economic Geography; Housing 


Degrees Conferred 
Raymonp A. Bartey, Ph.D. Ohio State 1957. A farm management analysis of the swine 
enterprise in a commercial swine-producing area in Ohio 


Cartis_e W. Baskin, Ph.D. Virgina 1957. A critique and translation of Walter Christaller’s 
Die Zentralen Orte in Siiddenutchland. 


Cuaries H. Berry, Ph.D. Chicago 1956. Farm employment 1940-1950, a cross-sectional 
analysis. 
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Gorpon E. Bivens, Ph.D. Iowa (Ames) 1957. Firm-household interdependence and other 
factors in relation to use of credit by farm families in Greene County, Iowa. 

Micuart J. Brennan, Ph.D. Chicago 1956. The role of government in butter storage 
operations 

Cyem A. Bricnt, Ph.D. Wisconsin 1956. Characteristics of the retail feed business in 
Wisconsin, 1954. 

Davin W. Brown, Ph.D. Iowa (Ames) 1956. Adjustment of value productivity estimates 
to changes in price and technical relationships. 

Rosext C. Brown, Ph.D. Harvard 1957. An analysis of selected methods for improving 
farm capital structures in Butte County, California. 

Extyan D. Cuastian, Jr. Ph.D. Purdue 1956. An empirical study of the decision-making 
process in farm management. 

Howarp R. Dorsett, Ph.D. Iowa (Ames) 1956. Intra-family transfers of farm property 
in Jefferson County, Iowa. 

Ritey S. Dovcan, Pxu.D. Ohio State 1956. An analysis of the use of economic informa- 
tion in farm production decisions by Ohio farmers. 

Wittiam D. Durtanp, Ph.D. Texas 1957. An inquiry into forest adequacy as it concerns 
the United States. 

Homer C. Evans, Ph.D. Minnesota 1956. The nature of competition among apple proc- 
essors in the Appalachian area 

K. A. G. Hamovupa, Ph.D. Minnesota 1956. Economic aspects of the application of co- 
operative farming in Egypt 

Basim Apuputmasin Hannusu, Ph.D. Harvard 1957. The economic effects of part-time 
farming—Piedmont area of North Carolina. 

Lawrence W. Haynes, Ph.D. Wisconsin 1957. An analysis of the ice cream industry as an 
outlet for dairy products. 

Monamep Kamer Hinpy, Ph.D. Wisconsin 1957. Application of some sampling techniques 
to improve the collection of agricultural data in Egypt. 

Invinc J. Hocu, Ph.D. Chicago 1957. Estimation of agricultural resource productivities 
combining time series and cross section data. 

Sam Cuuno Hsren, Ph.D. Minnesota 1957. Rice and sugar cane competition on paddy 
land in Central Taiwan. 

Joun J. Hvucnes, Jx., Ph.D. Brown 1957. Demand relations in housing. 

Letanp L. Jomnson, PhD. Yale 1957. Hedging, speculation and futures trading in the 
coffee market. 

Orvirte E. Krause, Ph.D. Wisconsin 1957. Wisconsin feeder pig markets and prices. 

Luict M. Laurenti, Ph.D. California 1957. Effects of nonwhite purchase and occupancy 
on market prices of residences in San Francisco, Oakland, and Philadelphia. 

Tuerovore W. Leen, Ph.D. Ohio State 1957. A study of the relationship of merchandising 
practices and other factors to the price and movement of greenhouse tomatoes in 
retail food stores. 

Harotp C. Love, Ph.D. Iowa (Ames) 1956. An application of linear programming to 
farm and home planning. 

Howarv D. Lowe, D.B.A. Indiana 1957. The problems of the central business district of 
Madison, Wisconsin 

Patrick J. Lusy, Ph.D, Purdue 1956. Methodology applicable to short-run prediction of 
marketing and prices of hogs 

Witsur R. Max, Ph.D. Iowa (Ames) 1956. Financial organization in farmer cooperatives. 

Benjamin A. Micwarik, Ph.D. Fordham 1957. The decline of anthracite: an analysis 
1913-1955. 
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Watter G. Mitrer, Ph.D. Iowa (Ames). 1956. Relative efficiencies of farm tenure classes 
In resource use. 

Yarr Munoptak, Ph.D. California 1957. Analysis of agricultural production forecasts in the 
statistical decision theory framework. 

Detsert C. Myricx, Ph.D. Harvard 1957. An experiment in land use planning illustrated 
by Hand County, South Dakota. 

Marc Nerov, Ph.D. Johns Hopkins 1956. Estimates of the elasticity of supply of selected 
agricultural commodities. 

Rosert C. Orre, Ph.D. Wisconsin 1956. The small watershed program in Wisconsin. 

Umar Kuan Niazt, Ph.D. Ohio State 1957. Capital regeneration of agriculture in Pakistan. 

Josern C. Purcert, Ph.D. Iowa (Ames) 1956. Effect of income, fluid milk prices, and race 
on consumption of fluid milk and fluid milk substitutes in the urban South. 

Horace L. Putersaucn, Ph.D. Purdue 1957. Farm enterprise selection by linear program- 
ming. 

James P. Rice, Ph.D. Pittsburgh 1957. Taxation and assessment of coal, gas, and oil with 
special reference to Western Pennsylvania, Eastern Ohio, and Northern West Virginia. 

Husert E. Risser, Ph.D. Kansas 1956. Some basic changes in the bituminous coal in- 
dustry, 1903-1953, and their economic implications. 

Joun A. Ryan, Ph.D. Texas 1957. The development of grain sorghums as an economic 
resource. 

Joun A. ScunittKer, Ph.D. Iowa (Ames) 1956. Application of input-output analysis to 
a regional model stressing agriculture. 

J. T. Scott, Ph.D. Iowa (Ames) 1957. Application of linear programming for profit 
maximization in the feed firm. 

James A. Seacraves, Ph.D. Iowa (Ames) 1956. Choice of crop rotations under crop- 
share leases: a linear programming application. 

Raymonp E. Se.tzer, Ph.D. California 1957. The competitive position of the Los Angeles 
cattle market. 

Warren R. Seyrriep, D.B.A. Indiana 1956. A study of the economic future of Blooming- 
ton, Indiana as an aid to the management process. 

Cecit N. Smatn, Ph.D. California 1957. An economic analysis of the eastern apple 
industry. 

Mriiton Snopcrass, Ph.D. Purdue 1956. Linear programming approach to optimum re- 
source use in dairying. 

Ropert M. Sparks, Ph.D. Pennsylvania 1957. Post-war movement of manufacturing in 
Philadelphia and adjacent Pennsylvania counties. 

Henry B. Steere, Ph.D. Mass. Inst. Technology 1957. Economic potentialities of synthetic 
liquid fuels from oil shale. 

Tuomas T. Stout, Ph.D. 1956 Ohio State. Initial inquiries into the possibility of formula 
pricing live-graded hogs under changing economic conditions. 

NATHANIEL B. Tastante, Ph. D. Purdue 1956. An appraisal of agriculture problems and 
policies in the Philippines. 

Lester G. Terser, Ph.D. Chicago 1956. The supply of stocks: cotton and wheat. 

Nicwotas Tuvuroczy, Ph.D. California 1957. Economic analyses of multiple pricing plans 
for United States barley. 

Ropert W. Travis, D.B.A. Indiana 1956. Paducah, Kentucky: the study of a critical 
defense housing area. 

Crarence E. Trotter, Ph.D. Minnesota 1956. Consumer preference for lean and fat type 
pork cuts. 

Wiitiam A. Wayt, Ph.D. Ohio State 1956. Part-time farming in Ohio, with special 
reference to its use as a route to fulltime farming. 
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Notaw E. Witu1ams, Ph.D. Texas 1957. An inquiry into some of the cost determination 
problems of the forest products industries of Arkansas. 


Theses in Preparation 


Marte Amat, B.S. Belgrade 1938; M.B.A. Columbia 1954. Economics of the timber indus- 
try in Yugoslavia. Columbia. 

Frep B. Anverson, B.S.A. Oklahoma A. & M. 1951; M.S.A. Missouri 1952. An economic 
evaluation of custom harvesting of potatoes by packing plants. Florida. 

Aur Aumep Attica, B.S. Wisconsin 1953; M.S. 1956. Agricultural development and indus- 
trial growth. Wisconsin. i 

Henzix J. Aune, B.S. Minnesota 1947; M.S. 1953. An economic analysis of labor inputs 
in dairying as affected by size of herd and types of equipment. Minnesota. 

H. Warter Baumcartner, Dipl. Agr. Giessen (Germany) 1948; Dr. Agr. 1949; M.A. 
McGill 1956. An investigation of buyers’ and sellers’ motivations in the farm real estate 
market. Minnesota. 

Carvin R. Berry, B.S.A. Arkansas 1952; M.S. 1953. An economic analysis of fertilizer 
marketing and pricing with particular reference to Indiana. Purdue. 

Joun W. Brcn, B. Com. McGill 1954. The changing location of the North American 
wood pulp industry 1900-1955. Johns Hopkins. 

Gorpon Bivens, B.S. Iowa State 1950; M.S. 1953. Farm-household interdependence and 


other factors related to the use of credit by farm families in Green County, Iowa. lowa 
(Ames). 


Rosert K. Brown, B.S. Johns Hopkins 1952; M.A. Pittsburgh 1954. The legislative back- 
ground of public housing and its financial impact, expecially on the Pittsburgh area. 


Pittsburgh. 


WuumaMm M. Brown, B.S. Municipal (Omaha) 1951; M.B.A. Washington 1952, The 
Pittsburgh wholesale produce market. Pittsburgh. 

Witrrep Canvier, B.S. Massey Agricultural (New Zealand) 1954; M.S. 1956. Pro- 
gramming with variable yields. lJowa (Ames). 

Haron O. Carter, B.S. Michigan State 1954; M.S. 1955. An inter-regional input-output 
analysis of agriculture and other sectors of the national economy. Jowa (Ames). 

Grant L. Cornetrus, B.S. Nebraska 1950; M.A. 1956. Institutional aspects of rural re- 
source development. Wisconsin. 

Ricwarp D. Dartey, B.S. Cornell 1951; M.S. Missouri 1952. Shortrun fluctuations in 
broiler prices. Purdue. 

Joun A. Dawson, B.Sc. McGill 1947; MS. Illinois 1949. The demand for irrigation 
water in a selected area in the Missouri Basin. Chicago. 

Geratp W. Dean, B.S. Iowa (Ames) 1952; M.S. 1955. Supply functions for pork produc- 
tion. lowa (Ames). 


Joun Dorr, B.S. Montana State 1953; M.S. 1955. A logic of fitting production surfaces. 
lowa (Ames). 

Jeanne E. Dost, B.A. Washington State 1951; M.A. Radcliffe 1953. An interregional 
analysis of the United States wheat industry. Harvard. 

Axuiiesn Dusey, B.Sc. Bikar (India) 1952; M.S. Oklahoma A. & M. 1955. A market 
price analysis of soft red winter wheat in Ohio. Ohio State. 

Atvrw C. Ecuert, B.S. Kentucky 1954; M.S. 1955. Programming regional adjustments in 
resource use for grain production with changing demand. Iowa (Ames). 

Tuero Exuis, B.S.A. Florida 1948; M.S.A. 1951. An application of the theory of the firm 
to multiple enterprise farms in North Florida. Florida. 

Guen D. Fuicuer, B.S. Idaho 1951; M.S. Wisconsin 1954. A review and analysis of 


experience in local-federal cooperation in selected resource management projects. Wis- 
consin. 
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Ceci. E. Futter, B.S. Ohio State 1954, M.S. 1955. An economic analysis of location of 
grain storage facilities in Ohio. Ohio State. 

FarHabD GHAHRAMAN, B.L. Teheran, 1948; B.S. California 1953. The use of water in the 
agriculture of Iran. Minnesota. 

Vaucuan S. Hastinos, B.S. U.S. Naval Academy 1945; M.A. Chicago 1957. Water alloca- 
tion in the North Platte and Platte Rivers. Chicago. 


Frep J. Horver, B.S.A. Florida 1953; M.S.A. 1955. An economic analysis of the Florida 
honey industry. Flerida. 


Harrison Hsta, B.S. Nanking 1942. The relationship between price variation and feeding 
practices for hogs. Wisconsin. 


Rurus B. Hucues, Jx., B.S. Oklahoma A. & M. 1948; M.S. 1950. Population adjust- 
ments and economic status of Southern farmers. Chicago. 

Lintey E. Juers, B.S. Minnesota 1953; M.S. 1954. An economic analysis of the operating 
costs of butter-powder plants with particular reference to the problem of joint costs 
Minnesota. 

Lawrence J. Kaptan, B.A. Brooklyn 1937; M.A. Columbia 1938. Factors affecting pro- 
ductivity in the homebuilding industry. Columbia. 


Myron P. Kersey, B.S. Cornell 1953; M.S. 1956. Economic effects of field renting on 
resource use. Purdue. 


Ermer R. Kren, B.S. Missouri 1942; M.A. 1950. Consumer evaluations of beef—a 
heterogeneous product. Harvard. 

Arviv C. Knuptson, B.S. Minnesota 1950; M.S. 1953. Costs of processing milk in spe- 
cialized butter plants. Minnesota. 

Wittiam Kontmeyer, B.S. Iowa (Ames) 1928; M.S. Purdue 1938. An economic evalua- 
tion of industry promotion of agricultural products. Purdue. 

LutHer B. KristyAnson, B.S. North Dakota Agricultural 1951; M.A. Nebraska 1953. An 
analysis of the effects of price support policy on the dairy industry. Wisconsin. 

Hucu E. Law, B.B.A. Baylor 1952; M.S. 1953. Foreign trade restrictions and American 
agriculture. Louisiana State. 

Donatp Lioyp-Jones, B.A. Swarthmore 1952; M.B.A. Columbia 1954. The economic 
effects of the Cauca river development program. Columbia. 

Lauret D. Lortscarp, B.S. North Dakota State 1954. Programming farms for extension 
recommendations. lowa (Ames). 

Gene McMurtry, B.S. Colorado A. & M. 1954; M.S. Purdue 1956. An analysis of the 
impact of various soil bank proposals upon Midwestern agriculture. Purdue. 

James P. Miter, BS. Pittsburgh 1943; M.S. 1951. Economics of light frame construction. 
Pittsburgh. 

Joun R. Moore, B.S. Ohio State 1951; M.S. Cornell 1955. The changing structure of the 
dairy industry since World War II. Wisconsin. 

Saav Nac, B.S. Cairo 1947; M.S. Missouri 1953. Migration and factors associated with 
integration in rural fringe areas. Ohio State. 

James Nakamura, B.S. Columbia 1952. Government policy regarding agriculture in Japan. 
Columbia. 

Herno Kern On, BS. Abilene Christian 1951; M.S. Colorado A. & M. 1953. Price- 
quantity relationships of demand for soft red winter wheat. Ohio State. 

Prine G. Orson, B.A. Arizona 1954; M.A. 1956, Socio-economic factors affecting labor 
mobility in rural areas. Purdue. 


Arnotp Pautsen, B.S. Iowa (Ames) 1951. Ascertaining the effects of production control 
programs. lowa (Ames). 


Vernon W. Person, B.S. Purdue 1954; M.S. Connecticut 1956. Short-run prediction of 
hog prices. Purdue. 


Joun A. Pincus, B.A. Colby 1948; M.A. Columbia 1950. Primary industry and the eco- 
nomic development of Canada. Harvard. 
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Evwarp F. Rensnaw, B.S. Washington State 1954; M.A. Chicago 1955. An economic 
appraisal of public investment in irrigation. Chicago. 

Wituiam T. Ricuse, B.S. Georgia State 1941; M.S. Ohio State. A history of agricultural 
cooperatives. Ohio State. 

Howagp F. Rosinson, B.S. North Carolina A. & T. 1943; MLS. Illinois 1949. An analysis 
of the use of the potato futures market from the standpoint of the Ohio potato grower. 
Ohio State. 

Norman L. Rottac, B.S. South Dakota State 1954; M.S. 1956. An economic analysis of 
factors affecting milk prices. Purdue. 

Aonan Suuman, Lic. in Law, Syria 1949. The cooperative movement in selected countries 
in Europe and in the Arab States. Ohio State. 

Westey Smirn, B.S.A. Manitoba 1951; M.S. Minnesota 1953. Programming farm plans for 
successive years in Western lowa. lowa (Ames). 

Donato D. Stewarv, B.S. Ohio Siate 1949. An appraisal and analysis of low income 
agricultural area of Southeastern Ohio. Ohio State. 

Freverick C. Tempre. Ph.B. Wisconsin 1947; M.S. 1948. An analysis of business opera- 
tion among wholesale feed manufacturers, Wisconsin, 1956. Wisconsin. 

Joun E. Tuompson, B.S. South Dakota 1949; M.S. ‘The application of some basic princi- 
ples of taxation to selected types of farming. Wisconsin. 

Donato L. Vocersanc, B.S. lowa (Ames) 1951; M.S. Purdue 1956. Aggregate effects of 
various soil bank programs on American agricultural production. Purdue. 

Artuur J, Watrata, B.S. Connecticut State 1936; M.A. Wisconsin 1940. Impacts of the 
expanding urban-rural economy on agriculture in southeastern Wisconsin. Wisconsin. 
Ricuary G. Watsa, B.S. Nebraska 1952; M.A. 1955. Public and private measures for 

making the best use of rural recreational lands. Wisconsin. 

Currton R. Warton, Jx, B.A. Harvard 1947; M.A. School of Advanced Internat. 
Studies 1948; M.A. Chicago 1956. Capital and technology in the agricultural develop- 
ment of Minas Gerais, Brazil. Chicago. 

Criarctes Woovrinc, B.A. Pennsylvania State 1947; M.B.A. Pennsylvania 1949. A study of 
the elasticity of demand for housing. Pittsburgh. 

Martin H. Yen, BS. National Taiwan (China) 1951; M.S. Michigan State 1955. Demand 
functions for fertilizer. lowa (Ames). 


Labor 


Degrees Conferred 


Kenneth ©. Arexanver, Ph.D. Mass. Inst. Technology 1957. A union facing diverse 
bargaining situations: the UAW in Detroit. 

Gorpon W. Bertram, Ph.D. California 1957. Industrial relations in the northern California 
construction industry. 

Joun L. Brackxman, Jr., Ph.D. Harvard 1957. Presidential seizure in labor disputes. 


Tony Brouwer, Ph.D. Michigan 1957. The limitation of the work week: an analysis of 
its rationale, enforcement, and economic effects. 

Frank E. Cuitps, Ph.D, Minnesota 1956. The definition and measurement of wage flexi- 
bility. 

A. Kerra Cottins, Ph.D. Cornell 1957. Developing leadership in a smal] plant: a critical 
account of an experimental management training program. 


Artuur J. D. Coox, Ph.D. Kansas 1957. The union member as a foreman: a problem in 
union-management cooperation. 


Witttam B. CunnincuaM, Ph.D. Brown 1957, Compulsory conciliation and collective bar- 
gaining: the New Brunswick experience. 


Sister Mary Jorpan Daum, osr., Ph.D. St. Louis 1957. Types of arbitration tribunals: 
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an investigation of their comparative roles in the settlement of disputes at the plant- 
local-union level. 

Mary L. Doorey, Ph.D. Wisconsin 1957. The employers’ and the unions’ duty to bargain 
collectively under the Labor-Management Relations Act. 

Lest Fisuman, Ph.D. California 1957. Theories of the American labor movement. 

Tuomas W. Gavett, Ph.D. Wisconsin 1957. The development of the labor movement in 
Milwaukee, Wisconsin. 

Stoney Gorpstern, Ph.D. American 1957. Labor turnover in the United States—an eco- 
nomic appraisial of aggregate labor mobility. 

Peter Grecory, Ph.D. Harvard 1957. Plant wage determination and the local labor market. 

Francis E. Hicnton, Ph.D. New York 1956. The issue of distributive shares—its place 
in the collective bargaining process. 

Grorce W. Hizto0oNn, Ph.D. Chicago 1956. The truck system in Great Britain. 

Wayne E. Howarp, Ph.D. Pennsylvania 1957. The arbitration of the ability qualification 
to the exercise of contractual seniority rights. 

Paut V. Jornmnson, Ph.D. Western Reserve 1956. Democracy and the decision-making 
process under collective bargaining. 

Imtiaz A. Kwan, Ph.D. Kansas 1956. The United States federal mediation system and its 
significance for Pakistan. 

Puitre Kotier, Ph.D. Mass. Inst. Technology 1956. Problems of industrial wage policy in 
India. 

Lester S. Levy, Ph.D. Cornell 1956. The pattern of union-management conflict in the 
automobile industry, 1937-1950. 

Duncan W. Murpny, Ph.D. Wisconsin 1957. An inquiry into the nature and significance 
of the strike. 

Ronatp R. Orson, Ph.D. Wisconsin 1957. An appraisal of workmen’s compensation. 

Ruvo_tpw Pinora, Ph.D. Wisconsin 1957. Labor and politics on the Iron Range of 
Northern Minnesota. 

Gus T. Rivcer, Ph.D. Wisconsin 1957. A study of the labor movement and industrial 
relations in the cotton textile industry in Bombay, India. 

Gaston V. Rimutncer, Ph.D. California 1956. Labor protest in British, American, and 
German coal mining prior to 1914. 

Ricwarps N. Rosett, Ph.D. Yale 1957. Working wives: an econometric analysis. 

Joun C. Scuets, Jr., Ph.D. Minnesota 1956. An analysis of provisions for compensation 
for restricted time in the development of time standards for wage incentives. 

James G. Witte, Jr., Ph.D. Indiana 1956. Automatic production and unemployment: a 
theoretical analysis. 


Theses in Preparation 


Leon Appiesaum, B.A. Brooklyn 1951; M.A. Wisconsin 1953. New trends in union 
structure and programs. Wisconsin. 

J. A. Gmes Beausoren, B.A. Laval 1949; M.A. 1953. Conciliation boards in Quebec. 
Mass. Inst. Technology. 

Epwin W. BisHop, B.A. Antioch 1950; M.A. Johns Hopkins 1951. The Guatemalan labor 
movement. Wisconsin. 

Cuartes H. Brake, Jr., B.S. Linfield 1948; M.S. Wisconsin 1953. Development of the 
Philippine labor movement. Wisconsin. 

Aten J. Brarr, B.A. Rochester 1951; M.B.A. Columbia 1953. An analysis of group 
behavior in the steel industry with emphasis on its inflationary impact. Wisconsin. 
Donato T. Butier, B.A. Western Michigan 1950; M.S. Wisconsin 1951. Union organizing 

in Iowa, 1945 to 1956. Wisconsin. 
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Joserpu K. Davies, B.S. Marquette 1945; M.S. Brigham Young 1950. A study of Mormon 
philosophy with regard to labor relations. Southern California. 

Rev. Joservu R. Dempsey, B. Litt. Xavier, Cincinnati 1941; M.A. Wisconsin 1956. Com- 
pulsory unionism. Wisconsin. 

Wittiam S. Devino, B.A. Vermont 1951; M.A. Connecticut 1953. Unemployment and 
compensation exhaustees. Michigan State. 

Ricuarp M. Duxe, B.A. Wooster 1953; M.A. Yale 1954. The occupational wage structure 
in the railroad industry in the United States, 1922-1954. Yale. 

Witiiam W. Franacan, B.A. Holy Cross 1941; M.A. Boston College 1946; M.A. Fordham 
1949. The effect of union security laws on labor unions, management, industrial relations 
and economic development in the state of Iowa, 1940-1954. Columbia. 

Manion B. Gross, B.A. Syracuse 1951; M.A. Michigan 1956. Prediction of participation of 
married women in labor force. Michigan. 

Surtpon Haser, B.A. City (New York) 1954. An analysis of industrial employment by 
age and sex groups. Johns Hopkins. 

Fawzi Hass, B.A. Fouad First (Egypt) 1944; M.S. North Carolina State 1955. Labor 
movement and industrial growth in Egypt and the Arab countries. Duke. 

Erner B. Jones, B.A. Vassar 1952; M.A. Chicago 1954. Hours of work and the demand 
for leisure, 1900 to 1957. Chicago. 

Artuur M. Krucer, B.A, Toronto 1955. Union-management relations in the Canadian 
basic steel industry. Mass. Inst. Technology. 

WiuuiaM J. Lez, S.S., B.A. St. Mary’s 1943; M.A. Catholic 1947. Right-to-work laws— 
economic and ethical aspects. Catholic. 

Joun Leonarp, B.S. Arizona 1952; M.A. 1953. An analysis of urban-rural, regional, and 
industrial patterns of union organizing since Taft-Hartley. Cornell. 

Priie Marcus, A.A. Florida 1950; B.A. Bucknell 1952; M.A. Rutgers 1955. Migratory 
labor in New Jersey. Rutgers. 

Frep C. Munson, B.S. Cornell 1952. Collective bargaining in the lithographic industry. 
Mass. Inst. Technology. 

Gorman C. Smita, B.S. U.S. Military Academy 1951; Economics of Army compensation. 
Columbia. 

Beverty Srarika, B.A. Colorado 1950. Legislation as an expression of public policy toward 
agricultural labor. California. 

Harry F. Starx, B.A. Pittsburgh 1944. An analysis of trade union administration. Rutgers. 

Maynarp N. Toussaint, B.A. Hamline 1953; M.A. Illinois 1954. The impact of the 
administration of the industrial relations function on line management. Mass. Inst. 
Technology. 

Warren Waternouse, B. Ed Wisconsin State 1933; M.B.A. Denver 1948. The occupa- 
tional propensity of skilled labor and some factors which influence its supply. North- 
western. 

Hexsert D. Wexner, B.S. Northwestern 1953. Labor-management relations in the petro- 
leum industry. California. 

Donato E. Yett, B.A. California 1952. A study of collective bargaining, 1929-1939. 
California. 


Population; Welfare Programs; Standards of Living 


Degrees Conferred 
Gorvon S. Brunuip, Ph.D. Southern California 1957. An economic analysis of the federal 
Old Age and Survivor's Insurance Act. 


Joun Q. T. Kino, Ph.D. Texas 1957. A statistical analysis of the economic aspects of 
nineteen Protestant Church-related colleges in Texas. 
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Sytvia Lang, Ph.D. Southern California 1957. A study of selected agencies that evaluate 
consumer goods qualitatively in the United States. 

Grorce F. Mair, Ph.D. Princeton 1957. The projection of national populations: a report 
on the state of an art. 

Mary B. Minpen, Ph.D. Purdue 1957. The consumption decision and implication for con- 
sumer education programs. 

Bernarp Oxun, Ph.D. Johns Hopkins 1957. Essays on the trends in the birth rates. 

D. Narasinca Rao, Ph.D. Wisconsin 1957. Social security in India. 


Theses in Preparation 


Sart Narayan Acarwata, B.A. Allahabad (India) 1944; M.A. 1946. Age at marriage in 
India. Princeton. 

Recinatp T. AppLeyarp, B.A. Western Australia 1953; M.A. 1955. An examination of some 
movements of population and capital from the United Kingdom to Australia during 
the 1920’s and early 1930’s with particular reference to the Overseas Settlement Scheme. 
Duke. 

Gorpon S. Bruwuip, B.S. Southern California 1949; M.B.A. 1951. Economic analysis of 
the federal Old Age and Survivors Insurance Act. Southern California. 

Rospert S. Davin, B.S. California 1938; M.A. George Washington 1949. Social insurance 
in an expanding economy. George Washington. 

Gitpert Marnoerer, B.S. Pittsburgh 1949; M.L. 1951. Historical development and evalu- 
ation of Refugee Act of 1953. Pittsburgh. 

Rocer Warxer, B.B.A. Miami 1953; M.A. 1954. An evaluation of the pre-retirement 
planning system of the Tennessee Valley Authority. Cornell. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 


Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics, statistics, public finance: Applications are being received to fill the posi- 
tion of Highway Research Economist to head a small economics studies section of the 
research division of the Virginia Department of Highways. The work involves 
planning, supervising, and conducting research pertaining to highway tax revenues, 
fund distribution, and the economic significance of highway location and design. Quali- 
fications include a master’s degree in economics (course work may not be substituted 
for thesis) and four years of research experience, at least two years of which must 
have been in economic research demonstrating performance ability. A Ph.D. degree 
may be substituted for the two years of higher level research experience. Salary 
range $6,432-$8,040. Opportunity to undertake or continue part-time Ph.D. course 
study and to have research for dissertation assigned as the principal duty of the 
position. Send biographical résumé to Tilton E. Shelburne, Director of Research, 
Virginia Council of Highway Investigation and Research, Box 3817, University Sta- 
tion, Charlottesville, Virginia 


Economists Available for Positions 


Economics, economic history, financial history, public finance, banking, investments: 
Man, Ph.D., New York University, 1953. Currently assistant professor at large 
Eastern university; has published articles, reviews; is coauthor of book and associate 
editor of scholarly journal. Would like to relocate and would be willing to do some 
administrative work in addition to teaching. E665 


Economics, finance, business administration: Man, 40; Ph.D., 1942. Experience in 
banking, research, government; contributor to leading journals; popular trade book 
published last year and another being published this year; among books in progress 
is theory textbook. Taught 19 years at graduate and undergraduate levels, mainly 
economic theory and finance; 9 years in present position at state university. Present 
rank full professor. Available for better position. E682 


General economic theory, theory of prices, national economics, Soviet economics, 
comparative systems, economic history, business affairs, accounting, European politics: 
Man, 27; married; Ph.D., French university, 1956; several other European diplomas 
in economics and politics. Publications (in French); presently a member of editorial 
staff of a daily newspaper in western New York; speaks several European languages. 
3 Desires teaching position. Will take any suitable proposition into consideration. 
Bete Available on 30 days notice. E687 


Public finance, private investment, planning and development: Man, 24; Master of 
Economics, University of Texas; Doctor of Economics, Université de Fribourg; Doc- 
tor of Law and Master of Philosophy, Santo Domingo University. Four years of 
experience with a law firm; 3 years of experience teaching economics and history in 
night college. Speaks Spanish (native tongue), English, French, and fair knowledge 
of Italian, Portuguese, and German. Publications in economics, philosophy, and 
literature. Desires teaching or business position. References. Available in September, 
1957. F694 
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Business: Man, 35; B.S., M.B.A., major Northeast university; Ph.D. completed 
except thesis. Personable economist, skilled in fact finding, negotiation, written and 
oral presentation; extensive experience in business and government as economist and 
manager of market research; analyst and assistant to major corporate executive. 
Salary open. E695 


International markets, economic theory and history, money and banking, public 
finance, economic development: Man (Spaniard), 30, married; Master in Law, 
Valladolid University; Master in Economics, Madrid University; M.A., Vanderbilt 
University. Assistant professor at Madrid University; several summer schools in 
England and France; publications in economics. Desires teaching position in Spanish- 
or French-speaking university or international business anywhere, outside the U.S. 

E696 


Money and banking, investment analysis: Man, 33; B.S., M.A. Seven years of banking 
experience; some teaching experience, currently employed as investment analyst. Seeks 
position, preferably in the North Atlantic area as teacher or in financial management. 

E697 


Corporation finance, budgetary analysis, management, industrial relations and labor 
economics, economics, economic development of underdeveloped areas: Man, 40, 
from India; B.A., M.A., M.B.A., requirements for Ph.D. completed except disserta- 
tion, which is in progress. Served as circulation manager to the Times of India, 
Delhi; 2 years of cocking experience in India, Interested in a research or teaching 
position. E698 


Statistics, marketing, international economics: Man, married; Ph.D. Harvard. Four 
years of university teaching; 8 years of broad experience in research and technical 
assistance in many countries. International official seeking academic atmosphere on 
home leave, Desires full or half summer session, 1958. Salary unimportant. Prefers 
Northeastern U.S. and would exchange housing in Geneva, Switzerland, suitable for 
4-5 child family for same period. E699 


Economic principles, applied economics, problems of labor and industry, problems 
of contemporary society; Man, 31, married; Ph.D, Four years of teaching experience. 
Interested in economic development of underdeveloped areas. Desires research po- 
sition in university, private organization, or public agency. Will consider part-time 
teaching in connection with research duties. . £700 


Business cycles and forecasting, economics, corporate finance, money and banking, 
public finance, statistics, security analysis, investments: Man, 33, married; M.B.A., 
Wharton. Broad experience includes 3 years of teaching finance and economics 
(graduate and undergraduate levels) ; 1 year as economist with federal government; 
5 years in business. Currently doing economic and financial analysis and business fore- 
casting with industrial corporation, Desires college teaching and/or administrative 
position. New York or Northeastern U.S. location preferred. E701 


Credit and collections: Man, M.A., Columbia University. Desires teaching position 
in credit. At present credit and collection manager. E702 


Economics, business, insurance, banking: Man, 40; M.A., J.D. Trained at European 
and American universities; governmental experience in Europe. Private in U.S.A. 
E703 


Economic theory, international trade and finance, banking, public finance; Man, 39; 
B.S., M.B.A., Ph.D. Now assistant director for economic policy of U.S. Aid Mission 
in Southeast Asia. Since 1940 engaged in progressive economic research and full 
and part-time teaching. Desires teaching and/or research. Available in fall, 1958 

E704 


Economic theory, history of economic thought, business cycles, money and banking, 
international economics, economic systems: Man, 45, married; Ph.D. Twelve years 
of teaching experience; 4 years with federal government; 2!/, years with United 
Nations in Europe; 4 years of university administration; 2 years with private inter- 
national agency. Postgraduate study at London School of Economics. Currer:tly 
professor and department chairman in liberal arts college near Washington, D.C. 
Desires relocation in university or liberal arts college. Available in September, 1958. 


E705 


Economic theory, money and banking, general sociology: Man (German), 29. 
Experience as staff member, economics department, at German university; lecturer in 
evening college; editor of publications in economics and sociology. Arriving in U.S. 
summer of 1958. Previous U.S. experience through State Department grant and 
extended travel in U.S. Seeks position to teach at university in Western or South- 
western state. E706 


Economic principles, monetary economics, analysis, international economics, trade 
policy: Man, 45; Ph.D. British and U.S. education; background in history of eco- 
nomic doctrine and economic history. Teaching experience; knowledge of French 
and Spanish; several articles published and others in preparation. Eager to pursue 
research and further develop courses now being given. E707 


Economic theory and analysis, statistics, agricultural economics, banking and finance: 
Man, 46, married; Ph.D., Iowa State College. Extensive responsible experience in 
research, public relations, and education for over 13 years; college or university 
teaching, 7 years. Desires teaching or research position. Research in combination 
with operating duties also acceptable. Available with reasonable notice. E708 


Economic theory, economic thought, comparative systems, economic principles, 
marketing and advertising research, statistics, economic bistory: Man, 27, married; 
M.A. Five years of experience in business research (marketing and advertising, 
motivation, sales analysis) with private research firm and national firm. Some teaching 
experience. Desires to return to teaching and academic world. Willing to do some 
administrative work in addition to teaching. Opportunities for Ph.D. work preferred. 

E709 


Industrial management, personnel administration, human relations in industry, labor 
economics, comparative economic systems: Man, 39, married; Ph.D., Columbia 
University. Broad academic background in economics, industrial sociology, social 
psychology. Fourteen years of teaching and diversified research, including national 
and international industry studies, market research, motivational analysis. Good 
writer, editor, linguist. Seeks connection with industrial, commercial, or university 
research organization. Would consider combined research-teaching position. E710 


Economics and business management, industry, finance, agriculture, international 
operations, international law: Man, 52, married; B.A., B.S., M.S., LL.B., M. Jour- 
nalism; completed Ph.D. requirements. Professor of economics, market research, 
international law at a graduate school in Europe; executive of national industrial 
trade association; American and European business management experience; at pres- 
ent international lending officer of prominent U.S. bank. Coauthor of book recently 
published by leading Western university; knowledge of commodities and markets; 
speaks 6 languages. Desires position in Lesteass, research, or teaching offering chal- 
lenge for useful application of his valuable experiences and breadth of perspective. 

E711 


Industrial organization and control, history of political ideas: Man, Ph.D. from 
German university. Lecturer, Munich, 1954-55; Fulbright Fellow, Columbia 
University, 1955-56, and visiting lecturer. Book on democracy and monopoly in the 
U.S. in press. Seeks position as visiting lecturer for academic year 1957-58. E712 


Economic principles, finance and wage Man, 42; fellowships, honor societies. 
Publications. Desires teaching position of professorial rank or research position. 
E713 
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This Is Your Wife 


How the telephone helps her to be five busy people 


This is the very pretty girl you 
married. 

She's the family chef. And the 
nurse. And the chauffeur and maid. 

And when she’s all dressed up for 
an evening out—doesn’t she look 
just wonderful! 

How does she do it? 

Of course she’s smart and it 
keeps her busy, but she never could 
manage it without the telephone. 


When the “chef” needs gro- 


ceries, she telephones. Supplies 
from the drugstore? The “nurse” 
phones her order. 


A train to be met? The tele- 
phone tells the “chauffeur” which 
one. A beauty shop appointment ? 
A call from the “glamour girl” 
makes it easily and quickly 

Handy, ever-teady telephones 
in living room, bedroom, kitchen 
and hobby room — mean more com 
fort, convenience and security for 
everybody. 


4 


Working together to bring people together... BELL TELEPHONE SYSTEM iB 


My, 
- 


THE AMERICAN ECONOMIC SYSTEM: An 
Analytical Approach to Public Policy 


by EMANUEL T. WEILER, Pardue University; and 
WILLIAM H. MARTIN, Pennsylvania State University 
Designed to give the student the fundamental information 
needed for intelligent analysis of public economic policy, 
this text provides a logical, concise treatment of the Ameri- 
can economy. 

1957 623 pages $6.00 


WORKBOOK to accompany THE AMERICAN 
ECONOMIC SYSTEM 


by EMANUEL T. WEILER and HOWARD L. HOAG, 
Purdue University 

Containing over 3,000 questions, this is an unusually imagi- 
native a thorough workbook. It includes non-objective 
questions and projects which stimulate student research. A 
set of answers for the instructor is available. 

1957 202 pages $2.50 


PUBLIC UTILITIES IN AMERICAN CAPITALISM 


by MARTIN G. GLAESER, University of Wisconsin 

Acquainting the student with the problems associated with 
public’ utility and transport industries, this text presents 
primary economic and legal principles in non-technical 
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1957 624 pages $7.50 
INTRODUCTION TO MODERN STATISTICS 
t with Application to Business and Economics 
4 fa by WERNER Z. HIRSCH, Washington University 


Presupposing no rnathematical knowledge beyond high 
this comprehensive and lively text introduces 
students of business and economics to modern inference 
methods; it provides a sound understanding of the tools and 
ideas of statistics, particularly as they apply to decision mak- 
ing. 


1957 429 pages $6.50 


THE PROBLEM OF THE MONETARY UNIT 


by KARL OLIVECRONA, University of Lund, Sweden 
; This is a scholarly examination of money and the monetary 
Be unit, covering the relevant literature in the United States, 
Great Britain, and Europe. The book, the first of its kind, 
will prove useful to students of economics, business and 

law. 


1957 186 pages $3.00 


The Macmillan Company 


60 FIFTH AVENUE, NEW YORK 11,N. Y. 


Please mention Tux Amunican Economic Review When Writing to Advertisers 
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NEW AND RECENT IRWIN TEXTS: 


BUSINESS ECONOMICS REVISED EDITION 
PRINCIPLES AND CASES 


By R. Covperc, Florida State University, Wittiam C. Brap- 
rorp, Northwestern University, and Ricuarp M. Att, New England Mutual 
Life Insurance Company 


The new Revised Edition of this popular and widely adopted text has been so com- 
pletely rewritten that it is virtually a new book. New subjects have been added 
and other subjects are taken up in greater detail. An effort has been made to 
eliminate “social economics” and to concentrate on economics of the firm. 


LABOR ECONOMICS AND 
INDUSTRIAL RELATIONS 


By AsrauaM Leo Gittow, New York University 


This new basic text for courses in labor economics provides a balanced and com- 
prehensive treatment of the labor economics and industrial relations field. The 
text material is up to date, readable, and has been written to arouse and maintain 
student interest. The latest pertinent research materials are included. 


MONEY AND BANKING 


By Cuarces L. Paatuen, University of Texas 


The most recent developments in money and banking theory and practice are re- 
flected in the new Sixth Edition of this widely used text. There has been some re- 
organization of chapters and material within chapters in order to improve clarity 
and teachability. Emphasis throughout is on current problems. 


THE AMERICAN ECONOMY REVISED EDITION 
PRINCIPLES, PRACTICES, AND POLICIES 
By C. Lowe Columbia University 


This widely-adopted basic text for introductory economics provides a skillful blend 
of description, analysis, and theory. The style of writing is clear and concise; the 
approach is interesting and understandable so that student interest is aroused and 
maintained. An outstanding Teacher's Manual is available to adopters. 


WRITE FOR EXAMINATION COPIES 


RICHARD D. IRWIN, INC. 
1818 RIDGE ROAD HOMEWOOD, ILLINOIS 


Please mention Tuz Amunican Economic Ravizw When Writing to Advertisers 


» Are medical costs adequately 
covered by health insurance plans? 


Voluntary Health 


Insurance in Two Cities 


A SURVEY OF SUBSCRIBER HOUSEHOLDS 


By ODIN P. ANDERSON and the STAFF of the 
NATIONAL OPINION RESEARCH CENTER 


Since it is generally assumed that expenses for hospital care and 
surgery are the medical costs which are most difficult for families 
to meet, current insurance plans are directed toward covering 
these expenses. What percentage of family medical bills actually 
arises through hospitalization, however? And what percentage 
arises through home and office calls, obstetrical services, dental 
care and costs of drugs and medicine? Mr. Anderson’s study re- 
veals that these miscellaneous services, which are not covered by 
voluntary health insurance, are a major problem for some families. 


This important book is the first to be based on a scientific sam- 
pling of subscriber households in specific local areas—Birming- 
ham, Alabama, and Boston, Massachusetts. By studying health in- 
surance plans in the light of consumer needs, Mr. Anderson sets a 
pattern for any future evaluation of insurance benefits, and brings 
many new facts to bear on a problem of vital interest. 


All who are associated with Blue Cross and Blue Shield plans, 
members of insurance companies, schools of public health, business 
and medicine, and persons in Health, Education and Welfare de- 
partments will find this detailed survey both interesting and en- 
lightening. $5.00 


HARVARD UNIVERSITY PRESS 


ae Order through your bookseller, or from 
79 Garden Street, Cambridge 38, Massachusetts 


Please mention Tux Amenican Economic Review When Writing to Advertisers 
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Now, through TIAA’s new MAJOR MEDICAL EXPENSE INSURANCE, 
colleges can help free their staff members from concern over the financial 
problems of medical care for themselves and their families. 


TIAA MAJOR MEDICAL is issued on the Group basis and can be 
added to a “‘base plan” such as Blue Cross-Blue Shield or designed to 
provide the entire medical expense insurance program at the college. 


Colleges, universities, independent schools, and certain foundations 
and other nonprofit educational or research institutions are eligible 
whether or not they now have a TIAA retirement or insurance program. 


To learn more about this important protection, complete and return: 


Teachers Insurance and Annuity Association 
$22 Fifth Avenue, New York 36, New York 


Please send information on MAJOR MEDICAL EXPENSE INSURANCE to: 


Employing Institution 


Address 


| 
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7 significant books of lasting value 


ACTIVITY ANALYSIS AND THE THEORY 
OF ECONOMIC EQUILIBRIUM 


by Dr. Helen Makower. Here, in one useful volume, are the principles 
of economics presented in terms of the recently developed Activity Analysis. 
Hitherto employed mainly as a tool for solving operational problems of 
production and et in particular enterprises, the present book 
demonstrates how Activity Analysis can be applied to the economy as a 
whole. 200 pages, $5.75 


THE WORLD DOLLAR PROBLEM 


by Donald MacDougall. Is imbalance-of-trade a recurrent problem for the 
non Communist world? The author of this significant book—Fellow of 
Nufheld College, Oxford—believes that such a crisis will periodically recur 
over the next twenty years and so examines the evidence for periodic re- 
cession in the United States, the tendency of the other countries to live 
beyond their means, the faster growth of productivity in the U.S. and its 
international! effects. The result is a brilliant book for everyone concerned 
with international politics and trade. 619 pages, 55 tables $12.50 


INTERNATIONAL MONETARY POLICY 


by W. M. Scammell. Now that the phase of post-war transition is ended, 
this book answers the need for an assessment of international monetary 
policy since 1945 and the subsequent experiments in international monetary 
cooperation. Among the topics considered are the exchange rate, the balance 
of payments and its adjustments, the world bank, the pattern of world 
payments, the dollar problem and regional clearing systems. 

416 pages, 23 tables $9.00 
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THE STATESMAN’S YEAR- 
BOOK 1957 


THE CONDITIONS OF 
ECONOMIC PROGRESS 


by S. H. Steinberg, editor. What no other 
single reference work can offer; Complete, 
up-to-date information about every country, 
territory and principality in the world, in- 
cluding those behind the Iron Curtain. 
1600 pages $8.50 


ROBERT TORRENS AND THE 
EVOLUTION OF CLASSICAL 
ECONOMICS 

by Lionel Robbins. Torrens—veteran of the 
Napoleonic Wars, journalist, M.P.—was one 
of the English classical economists with 
much of value to say about trade theory 
and policy, monetary economics, value, dis- 
tribution and capital accumulation. 


$84 pages $6.00 


by Colin Clark, Third edition, revised and 
enlarged. A comparative study of the in- 
vestigations wh have been made in all 
the principal countries into national income, 
and economic factors bearing upon national 


708 pages $12.50 


ENGLISH OVERSEAS TRADE 
During the Centuries of Emer- 
gence 

G. D. . Beginning with an anal- 
ysis of the late medieval woolen trade 
with Europe through Antwerp, this book 
continues through the centuries to the 
setting-up of the Atlantic commercial com- 
munity before and after the American Rev- 
olution. 276 pages $6.00 


ST MARTIN’S PRESS 


Books of International Importance 
103 Park Avenue, New York 17, N.Y. 
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INTRODUCTION TO ECONOMICS, 2nd. Ed. 
by THEODORE MORGAN, University of Wisconsin 


This text shows the empirical and policy relevance of all 
phases of economic analysis. It skillfully ties together theory, 
statistics and verbal description. Gives equal weight to micro- 
economics and macro-economics. The two main sections are: 
first, the consumer, the firm, and the industry (micro-eco- 
nomics); and second, income and employment (macro- 
economics). 

800 pages 6° x % Published 1956 Text price $6.75 


AMERICAN ECONOMIC DEVELOPMENT 


by HERMAN E, KROSS, New York University 


The American standard of living—how it was achieved and 
what its effects have been—is the subject of this popular, short 
economic history of the United States. Emphasizing the fac- 
tors of production, how they evolved, what they contributed 
and what they received, the text evaluates the progress we 
have made in raising our standard of living. 

$36 pages 6° x Published 1955 Text price $6.00 


LABOR ECONOMICS AND 
LABOR RELATIONS, 2nd. Ed. 


by LLOYD G. REYNOLDS, Yale University 


Here is a concise, well integrated, and thorough study of 
both labor economics—labor supply, labor markets, wages, 
income distribution; and trade unionism, management pol- 
icies, collective bargaining procedures and issues, and labor 
law. Part I concentrates on historical, political, and legal 
material .. . and part II is devoted to economics, Each chap- 
ter includes a list of discussion questions and supplementary 


reading matter. 
722 pages 5%" 18%" Published 1954 Text price $6.75 


To receive approval copies promptly, write: Box 903 


nd PRENTICE-HALL, Inc. 
Englewood Cliffs, New Jersey 


Please mention Tux Amupican Economic Review When Writing to Advertisers 


Popular Economics Books from Prentice-Hall... 
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...@ careful, extensive revision 


The New 3rd Edition 


» C 0 N 0 M i C S gs PRINCIPLES AND 
= APPLICATIONS 
By J. H. Dodd, Ph.D., and C. W. Hasek, Ph.D. 


Many important changes have been made in this new revision of a book that 
has been used in more than 400 colleges and universities. There has been a re- 
arrangement and addition of chapters. A separate chapter is now devoted to 
the national product and to national income. A new part, Fluctuations and Sta- 
bility of the National Income, consists of three chapters—Fluctuations in the Na 
tional Income; Consumption, Savings, and Investment; and Methods of Achieving 
Economic Stability. 


ECONOMICS: PRINCIPLES AND APPLICATIONS, Third Edition, is balanced 
between microeconomics and macroeconomics and between economic theory on 


the one hand and applied economics on the other. It is especially designed for 
student understanding. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 27 New Rochelle, N.Y. Chicago 6 San Francisco 3 Dallas 2 


OXFORD TEXTS IN ECONOMICS 


Fall 1957 


TOWARDS A MORE GENERAL THEORY 


OF VALUE 
by EDWARD H. CHAMBERLIN, Professor of Economics, Harvard Uni- 


versity 

This volume brings together a number of articles by Chamberlin, answer- 
ing critical papers by other economists, and elaborating on controversial 
aspects of his The Theory of Monopolistic Competition, first published in 
1933 and now available in its seventh edition (1956). This new collection is 
designed to serve as a text or supplementary reader for courses in economic 
theory, advanced theory, marketing, distribution, and analysis. 
328 pages 13 figures probable price $5.00 


Spring 1957 
ESSAY IN THE THEORY OF ECONOMIC GROWTH 
by EVSEY D. DOMAR, The Johns Hopkins University 
282 pages 15 figures $4.50 
OUTLINE OF MONETARY ECONOMICS 


by A. C. L. Day, London School of Economics and Political Science 
574 pages $7.00 


OXFORD UNIVERSITY PRESS INC., 114 Fifth Avenue, New York 11 sum 
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McGRAW-HIL Zooks 


INTRODUCTION TO SALES MANAGEMENT 


By HARRY S. TOSDAL, Harvard University. Harvard Business School Case- 
book Series. New Fourth Edition. 880 pages, $8.50 


Many important new cases have been added to this revision of an outstanding and 
widely adopted book. The brief textual statements of general principles and carefully 
selected longer problems serve as a basis for student study, class discussion and written 
reports. These emphasize essential features of sales management, and are based on 
actual experiences. A series of brief cases and questions adequately cover the practical, 
technical, social and economic aspects of sales management. 


CONSUMER PROBLEMS AND PERSONAL FINANCE 


By ARCH W. TROELSTRUP, Stephens College. New Second Edition, 511 

pages, $6.00 
Here is everything the consumer needs to know about running his family finances prop- 
erly and spending his money wisely. The text, written for elementary college courses, 
takes the student from college through his future life as consumer and spender, applying 
directly to his interests and problems. Recent statistics and modern data have been in- 
serted throughout the new edition, and each chapter has been thoroughly revised to 
reflect recent changes and research. 


ELEMENTARY BUSINESS AND ECONOMIC STATISTICS 
By ALVA M. TUTTLE, Ohio State University, 670 pages, $6.75 


An elementary, complete, and clearly written text on Business Statistics. Essential 
material is covered in an understandable way, with even the simplest steps in arith- 


metic included. Step by step, and in great detail, algebra is introduced, Techniques, 
rather than an understanding of statistic inference, is emphasized. The unusual sim- 
plicity of the book is due to its very careful explanation and illustration, 


ECONOMICS 


By MYRON H. UMBREIT; ELGIN F. HUNT; and CHARLES V. KINTER; 
all with Northwestern University. New Third Edition. 634 pages, $6.00 


This widely known one-semester text in principles of economics has been carefully 
revised, with the addition of much institutional material. Covering the basic topics of a 
beginning course, the book includes chapters on the nature of economics and of an 
industrial economy; production; consumption; and national income, Many changes 
have been made throughout to improve clarity, accuracy, and adequacy of treatment. 


OVER-THE-COUNTER SECURITIES MARKETS 
By WILLIS J. WINN; IRWIN FRIEND; and C. WRIGHT HOFFMAN— 
all with the Wharton School of Finance and Commerce. Ready in January 


Gives the reader an understanding of the over-the-counter markets, based on a quantita- 
tive study with particular emphasis on outstanding securities. It sets forth and analyzes 
the magnitude, structure, and operations of these markets, covering such aspects as 
their character and extent, volume of activity, and pricing differentials. 


MeGRAW-HILL BOOK COMPANY, INC. | °°"! 


330 West 42nd Street New York 36, N.Y. approval 
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L’ Industria 


Review of Political Economy 
Editor: Ferdinando di Fenizio 


announces the publication of a special issue: 


ESSAIES IN HONOUR 
OF 
GIUSEPPE UGO PAPI 


the following Italian and foreign eminent economists have given their 


contribute: 


. Livi 


Pernoux 


. De Finerti 


>, DEMARIA 


>. PALOMBA 


. D’Appario 


SCHNEIDER 


Qa 


. MARCHAL 
. LECAILLON 


. Drvista 

. LAUFENBURGER 
. Maur 

. Carre’ 

. ZACCAGNINI 


CERSCHENKRON 


. 


. S. 


. Mortara 


M. HaYAKAWA 


L°INDUSTRIA n. 2/1957—360 pp. 


SUMMARY 


Profilo di Giuseppe Ugo Papi 


Sull’attuale decadenza della “sociologia generale posi- 
tiva” e sulla possibilita di una sua rinascita. 

La propagation de l'information économique dans la so- 
ciété moderne. 

L’informazione, il ragionamento, |’inconscio nei rapporti 
con la previsione. 

Su la regressione interamente pseudolineare. 

Sulla conferma delle proposizioni deduttive a mezzo della 
probabilita empirica. 

Contributo allo studio della teoria dei valori interna- 
zionali, 

Contributo allo studio della ripartizione della ricchezza. 


Einkommen und Einkommensverteilung in der makro- 
ékonomischen Theorie. 


Les catégories de participants 4 la répartition du revenu 
national—Etude critique des catégories classiques. 
L’interventionnisme monétaire et la monnaie 4 découvert. 
Finances et monnaie. 

Konjunktur und Aussenhandel. 

Istanze salariali e stabilita monetaria. 

La teoria economica della pubblicita. 


Reflections on the Concept of “Prerequisites” of Modern 
Industrialization. 

Critical Observations on Some Current Notions in the 
Theory of Economic Development. 

“Big Push” Theories of Economic Development. 

Alcuni effetti economici della diminuzione della mor- 
talita. 

On the Distribution of the Cultivated Land in Japan be- 
fore and after the Land Reform in 1946. 

Scritti del prof. Giuseppe Ugo Papi. 


Italian Lire 1.500.- 


Editorial and Administrative Office: Via Farneti n.8.—Milano, Italy. 


Please mention Tne American Economic Review H'hen UW'riting to Advertisers 


ted 
ten 
— 
H 
3 
| 
| 
an 
ki 
210 


Your colleagues 
highly recommend 


International Economics: 


THEORY * PRACTICE * POLICY 
by JACK N. BEHRMAN & WILSON E. SCHMIDT 


“Invaluable not only to economists but also to those who approach the study 
from the disciplines of law, business, and political science.” The authors 
“write very well indeed . . . their material is interesting both in detail and in 
general, . . . They have organized their book with what I regard as just the 
right balance of theory, history and policy.” 


Labor: Institutions & 
Economics 


by ALFRED KUHN ; 


“A magnificent job , . . one of the best and most complete courses in labor 
economics I have found.” “Occasionally a textbook appears which has real 
impact on contemporary thought. . . . Labor: Institutions @ Economics, solidly 
based on recent findings, written with vigor and clarity, may play an important 
part in forming the attitudes of personnel workers and union staff members 
of tomorrow.” “Well written and well organized. I think the discussion of 
bargaining power especially valuable.” 


Economic Systems in 
Action REVISED 


by ALFRED R. OXENFELDT 


Considered “admirably suited for beginners in economics, either as a supplement 
to the principles text or for courses in current issues,” this text has been adopted 
at Harvard, Princeton, Cornell, the Universities of Pennsylvania, Michigan, 
Detroit, Illinois, Stanford University, and scores of others. Now brought com- 
pletely up to date to cover recent developments in the United States, Great 
Britain and the Soviet Union, with new sections on China and the Soviet 
satellites. 


For examination copies write to 


Rinehart & Company 232 madison Ave., New York 16 


Please mention Tug American Economic Review When Writing to Advertisers 
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EUROPE AND THE MONEY MUDDLE 
by Rosert TriFFin 


A broad and up-to-date study of postwar inflation and the failures and 
successes of attempts at monetary rehabilitation in Europe. 
$5.00 


CONSERVATION IN THE PRODUCTION OF PETROLEUM 
by Ericn W. ZIMMERMANN 


A siudy of the controversial program of petroleum conservation developed 
in the United States since the late 1920's and early 1930's. 
$6.00 


at your bookseller 
YALE UNIVERSITY PRESS New Haven, Connecticut 


BACK NUMBERS WANTED 


The Association will pay fifty cents a copy for the following 
issues (sent prepaid and in good condition) of the American 
Economic Review: December, 1915; March, June, 1916; Decem- 
ber, 1918; March, 1919; March, 1920; June, 1923; June, 1924; 
June, 1947; September, 1948; June, 1949; March, May, June, 
1956. 


Send to 
Dr. James Washington Bell, Secretary 
American Economic Review 
Northwestern University, Evanston, Illinois 


Please mention Twa Amunicaw Economic Review When Writing to Advertisers 
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Outstanding New OXFORD Books 


Outline of Monetary Economics 
By A. C. L. DAY 


Designed mainly for post-introductory courses in economics, A.C.L. Day’s 
OUTLINE OF MONETARY ECONOMICS is appropriate for American 
college courses in Money and Banking, Income Analysis, and Fiscal Mone- 
tary Policy. Mr. Day is the author of The Future of Sterling. $7.00 


Industry and Technical Progress 
Factors Governing the Speed of Application of Science 
By C. F. CARTER and B. R. WILLIAMS 


A study dealing with the problems of basic research, transmitting the re- 
sults of research to industry, and management technique for the organi- 
zation and development of industrial research. The effects of personnel 
supply, finance, competition, industrial organizations and management 
attitudes are also discussed. $4.00 


The Labor Movement in the Sudan 
By SAAD ED DIN FAWZI 


A study of the birth and rapid growth of a labor movement encouraged 
by the government in an agricultural and largely illiterate country under- 
going rapid industrialization. Professor Fawzi writes both from personal 


observation and unpublished union and government records. $4.00 


Land Reform and Development 
in the Middle East 


By DOREEN WARRINER 


An examination of the major changes brought about by agrarian reform 
in Egypt, mechanized farming in Syria, and flood control and irrigation 
in Iraq. In addition to discussing the social, economic, and political effects 
of these improvements, the author argues that only al! three in conjunc- 
tion can effectively raise living standards. $2.90 


At all bookstores 


OXFORD UNIVERSITY PRESS, Inc. 114 Fifth Avenue, New York 11 
Please mention Tux Amunicam Economic Revisw When Writing to Advertisers 


The Demand and Supply of 


Scientific Personnel 


By David M. Blank & George J. Stigler 


Has the enormous increase in the number of engineers and scientists taken 
place in just a few complex industries or throughout our industrial economy? 
What has been the impact of government financed research? How can we judge 
whether or not the increase in scientific personnel has kept pace with the 
demand? The authors have examined these questions in great detail and have 
produced the first book that analyzes fully the economic factors influencing the 
demand and supply of scientific personnel. 220 pages. $4 


Order from your bookstore, or 


NATIONAL BUREAU OF ECONOMIC RESEARCH 
261 Madison Avenue, New York 16, N.Y. 


Announcing ... in early 1958 


the first complete English translation ever available 
of the radically revised Fourth edition 
of the famous Austrian classic: 


CAPITAL AND INTEREST 
by 
Eugen von Bohm-Bawerk 


in three volumes 
I History and Critique of Interest Theories 
II Positive Theory of Capital 
III Further Essays on Capital and Interest 
(These are really NEW books for American economists) 


LIBERTARIAN PRESS 
South Holland, Illinois, U.S.A. | 
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The Development of the 
Treasury, 1660-1702 


By STEPHEN BAXTER. In this study of the beginnings of 
the most important British Government department, Mr. 
Baxter considers the Treasury in its relations with (a) King 
and Council, (b) the other departments and (c) the sub- 
ordinate revenue boards. His thorough analysis of the work 
and constitution of the Exchequer and Treasury Office 
stresses the important role played by the Treasury Secretary 
and his senior clerks—a professional body of civil servants. 
Appendices: the Treasury Lists; and Treasury Fee Lists. 
Bibliography. $6.00 


Dry Farming in the Northern 
Great Plains, 1900-1925 


By MARY WILMA M. HARGREAVES. The story of agri- 
cultural settlement on the semi-arid lands of eastern Montana 
and the western Dakotas—its promotion and development, 
its problems and achievements—is the subject of this well- 
documented analytical narrative. Here is a cogent case study 


in the heavy cost of uncontrolled economic development. 
$10.00 
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The Investment Decision 
An Empirical Study 
By JOHN R. MEYER and EDWIN KUH. Here is a detailed 


study of the factors which determine business decisions to 
invest in new plant and equipment. Based on a thorough 
analysis of the actual investment expenditures of about 600 
manufacturing firms, in different industries and size groups 
and under varying business conditions, this book throws 
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new light on the manner in which business policies affect 
economic growth and business cycles. $6.00 


Through your bookseller, or from 


HARVARD UNIVERSITY PRESS 
Ti 79 Garden Street, Cambridge 38, Massachusetts 
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OPERATIONS 
RESEARCH 


Operations research is a fast growing and practical 
science attracting some of the best brains in the 
country. Its future is unlimited. If you want to join 
a group of pioneers in this exciting field, we invite 
you to investigate the openings on our staff. 


On our part we offer: 

1. A record of experience in operations research, 
out-distanced by perhaps no other organization. 

2. A scrupulously maintained professional ap- 
proach and atmosphere. 

3. The team approach to problem solving. On each 
team are representatives of varied disciplines — 
sometimes three, occasionally as many as a dozen. 

. Fully equipped digital and analog computing 
facilities. 

. ORO occupies several buildings in Chevy Chase, 
Maryland, one of America’s most attractive 
suburbs. Pleasant homes and apartments in all 
price ranges are available. Schools are excellent. 
Downtown Washington, D. C. with its many 
cultural and recreational advantages is but a 
20-minute drive. 

Favorably competitive salaries and benefits, ex- 
tensive educational programs, unexcelled leave 
policy. 


FOR DETAILED INFORMATION, WRITE: 
Dr. L. F. Hanson 


OPERATIONS RESEARCH OFFICE 


{[ORO| The Johns Hopkins University 


7100 CONNECTICUT AVENVE 
CHEVY CHASE 16. MARYLANO 
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Economic Institutions and Human Welfare 
by JOHN MAURICE CLARK 


Columbia University 
5% x 8%. 307 pp. $4.00 text 


Money, Banking, and National Income 


by J. WHITNEY HANKS and ROLAND STUCKI 
University of Utah 
6% x 9. 523 pp. 30 figs. $6.00 text 


Dynamics of the American Economy 
by CHARLES H. HESSION, S. M. MILLER, and CURWEN STODDART 
Brooklyn College 
6% x 9. 538 pp. $6.00 text 


Labor Economics and Problems at Mid-Century 
by SIDNEY C. SUFRIN and ROBERT C. SEDGWICK 


Syracuse University 


6% x 9. 385 pp. 18 figs. 20 cartoons. $5.75 text 


Coming in January, 1958 


International Trade 
by WENDELL GORDON 


University of Texas 


Examination copies on request 


ALFRED A. KNOPF, Publisher 
College Department 
501 Madison Avenue New York 22 
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Selected... 
THE STOCK MARKET 


GEORGE L. LEFFLER, Pennsylvania State University 
SECOND EDITION, This up-to-date textbook explains all the 


operations, functions, and complexities of the stock market, ranging 
from basic principles of investment and speculation to the most com- 
plicated investment and trading techniques. New material on invest- 
ment merits of securities, construction and management of security 
portfolios, investing and trading in common stocks, and leading trad- 
ing plans. Analyzes stock prices, the market’s economic function, 
federal regulation of the securities business, etc. “. . . an outstanding 
book in the field of Securities Markets. . . .”—Phillip H. Lohman, 
University of Vermont. 586 ills., tables, 626 pp. 


MONEY, BANKING, 
and the FINANCIAL SYSTEM 


MILTON L. STOKES, Gettysburg College; and 
CARL T. ARLT, Oberlin College 


This thorough, up-to-date textbook emphasizes the role of money 
and financial institutions in the determination of price and income 
levels. It presents the principles of monetary theory first, enabling 
students to grasp and relate the many complex aspects of the subject. 
Then, traditional topics in the field rao and banking are covered 
in detail. Incorporates the findings of the Douglas and Patman Con- 
gressional subcommittees and the experience of the Federal Reserve 
with credit controls. “Maintains a nice balance between theoretical 
analysis and the mechanics of operation.” THE AMERICAN ECO- 
NOMIC REVIEW. 56 ills., tables, 670 pp. 


PRINCIPLES of TRANSPORTATION 


FRANK H. MOSSMAN, Michigan State University; and 
NEWTON MORTON, Kent State University 


A highly teachable approach to the basic principles and practices 
of transportation, This well-balanced new textbook covers the entire 
field of modern American transportation, stressing both its economics 
and administration. Offers a unique coverage of the internal organi- 
zation and operations of modern carriers—their importance in the 
over-all economic setting, their economics, regulations, operation, 
and management. Discussions are soundly built on fundamental 
economic principles. A final section deals with transportation policy 
on a national level. 32 ills., tables, 510 pp. 
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RONALD Books 
CORPORATE FINANCE 


ELVIN F. DONALDSON, Ohio State University 


This new textbook presents a complete picture of the principles 
underlying the modern corporation’s financial policy and practice. 
Focusing on management's viewpoint, it gives up-to-date legal and 
accounting advice on corporate financial policy. Fully discusses taxa- 
tion and its impact on the corporation and owners. Covers forms of 
business organization; corporate structure; promotion and financing 
by securities; expansion and combination; short- and intermediate- 
term financing; depreciation; etc. Instructor’s manual available. 
“Reliable information on practically all aspects of the subject.” 
SOUTHERN BANKER. 48 ills., tables, 876 pp. 


PRINCIPLES of MARKETING: 


THEODORE N. BECKMAN, HAROLD H. MAYNARD, 
and WILLIAM R. DAVIDSON 
—uall of Ohio State University 


SIXTH EDITION. The outstanding textbook in its field, this new 
book surveys the subject from a social point of view, providing a 
basic understanding of the entire scope of modern marketing. In- 
corporating new material on such topics as shopping centers, dis- 
count houses, vending machine merchandising, etc., the book gives 
increased stress to the dynamics of marketing. Analyzes fundamental 
marketing functions, consumer characteristics, and examines selected 
marketing policies. Instructor’s manual available. “. . . 1 can think 
of no other book in its field which begins to compare with it.” Al- 
fred Gross, New York University. 33 ills., tables, 798 pp. 


SALES MANAGEMENT 


HAROLD H. MAYNARD and JAMES H. DAVIS 
—both of Ohio State University 


THIRD EDITION. This popular textbook evaluates the principles, 
procedures, and policies of scientific sales administration. The func- 
tions of the sales executive are covered clearly and in detail. New 
book employs specific examples from the best current sales practice 
to illustrate basic principles of sales organization, training and opera- 
tion of a successful sales force, market research and sales forecasting, 
and distribution costs and budgets. Stresses the development of the 
sales saanager as a major marketing executive. Explains the use of | 
break-even analysis in sales planning. Instructor’s manual available. 


48 ills., tables, 666 pp. | 


——I5 East 26th Street, New York 


Please mention Tux Amusican Economic Review When Writing to Advcrtisers 


SIMMONS-BOARDMAN BOOKS 
ON TRANSPORTATION AND ECONOMICS 


THE TRAFFIC DICTIONARY 

by George T. Stufflebeam, Remington Rand, Inc. 
An invaluable supplementary text for every student taking courses in transportation. A time- 
saving key to complicated operations and documents involved in traffic management. Clearly written, 
authoritative definitions. Comprehensive in its coverage of organizations, publications, documents, 
equipment and sevices used in the preparation, recording and handling of shipments via rail, water, air, 
eapress, parcel poet and motor truck--terms used in warehousing, terminal and transfer facilities, 
claim procedure, ICC practice, export and import transactions. 1957-58 Supplement. 


4th ed., 292 pp., clath $2.00 
HANDBOOK OF AMERICAN RAILROADS 
by Robert G. Lewis, Publisher “Railway Age” 
The only illustrated data guide—complete with route maps—to all Clase I (line bau!) railroads in 
the United States, Includes financial! and operating statistics, latest equipment data, historical sketch, 
ete. Management's one-volume guide to the rail transportation industry. 
251 pp., Ulus., cloth $4.50 


THE ELEMENTS OF TRANSPORTATION ECONOMICS 

by G. Lloyd Wilson 
This is « brief introductory textbook on the fundamental principles of transportation economics. 
Transportation’s all-important role in production, manufacture, distribution, and consumption of 
commodities is cally described. Mlustrations used te explain the application of transportation 
economics have iplihed for maximum clarity. 


176 pages. & charts, 2 tables. § x 7%. cloth $2.00 
WORLD RAILWAYS, 1956-57 


A world-wide survey of railway operation and equip t covering 1,470 railways in 106 countries. The 
book includes « section on the activities of most of the world’s locomotive and car builders as well 
as « survey of new equipment produced in the past two years, There are also brief summaries of 
special developments in radio, lightweight equipment, rail fastenings and mechanized equipment. A 
separate section is devoted to diesel locomotive power available for rail transport. 

502 pp., 879 illus., 119 maps, large 8% = 12% format $20.00 


ROUTING AND MISROUTING OF FREIGHT 

by Glenn L. Shinn 
This book simplifies complex routing problems by use of simple examples illustrating the practical 
application of established principles of misrouting. It explains in non-technical language the rights 
and obligations of shippers and carriers in all kinds of misrouting problems. It shows the correct 
method of tender to obtain lowest published rate, Well documented by 189 citations. 


177 pages. 5 routing diagrams. 6 9. cloth. $4.75 
FREIGHT RATE APPLICATION 
by Gienn L. Shinn 
This volume discusses—from the viewpoint of rail traneport—the correct application of freight rates. 
Most of these applications are suitable for transport by motor truck or water carrier, also. The 
rules are supported by footnotes in which are cited about 100 of the leading Commission and Court 
cases dealing with tarifl interpretation questions. 


NEW DEPARTURES IN FREIGHT RATE MAKING 
by G. Lloyd Wilson 
An authoritative analysis of British and Canadian “agreed rates” and other special charges, and of 
the basic principles which should be idered by shipp end carriers in this country to obtain 
« more equitable freight rate structure. An introductory chapter on our freight rate structure affords 
a historic background for appraising the feasibility of agreed rates. 
150 pages. 8 illus. 6 = 9. cloth %.75 


SUPER-RAILROADS FOR A DYNAMIC AMERICAN ECONOMY 
by John Walker Barriger 


The basic elements of the railroad problem—pbysicel, financial, and managerial—in modernizing 
plant and service are subjected to penetrating analysis in thie brief study. In reappraising the railroad 
industry as it is today end outlining « comprehensive plan for modernization of service while at the 
same time lowering costs, the author concludes that the brightest challenge and greatest growth 


for the industry still lie ahead. 
91 pp. (17 pp. tables), paper bound $2.00 


150 pages. 6 « 9. cloth $4.75 


Write for Examination Copies 


SIMMONS-BOARDMAN BOOKS 
30 Church Street Dept. AER-957 New York 7, N.Y. 


Please mention Tun American Fooxomic Review When Writing to Advertisers 


ii 
aa 
. 
4 
4.4 


UNITED NATIONS 


World Economic Survey, 1956 


Economic conditions and trends in the industrially developed, economically under- 
developed, and centrally planned economies are examined in the context of a world 
economy in which the parts are linked through international trade and payments. A 
special feature of this Survey is a study of the balance of payments problems of the 


postwar ‘riod. 


224 pp. June. Paper, about $2.00 


Statistical 
Yearbook, 1956 


A comprehensive collection 
of authoritative statistics 
from 151 countries and ter- 
ritories, covering a wide 
range of economic and so- 
cial subjects. This volume 
includes for the first time 
extensive official statistics 
for the U.S.S.R. and East 
European countries. Most of 
the tables cover a twenty- 
year period emwmling 1955, 
and some are brought up to 
mid-1956. Subjects include: 


Population 
Agriculture 

Fishing 

Mining 

Quarrying 
Construction 
Transport 

Internal and external trade 
Wages 

Education 

Manpower 

Forestry 

Industrial production 
Manufacturing 
Electricity 

Gas 

Communications 
Balance of payments 
Social statistics 


646 pp. Published. 
QGloth, 87.50, paper, $6.00 


Economic Survey of Europe 
in 1956 


A review of recent developments in the internal 
economics and the international trade of eastern 
and western European countries. Included are 
studies of European transport problems and of 
income distribution in western Europe. 


350 pp. Published. Paper, $2.50 


Economic Survey of Asia 
and the Far East, 1956 


Agriculture, industry, transport, trade and pay- 
ments, monetary and fiscal developments, and the 
implementation of development planning are ex- 
amined in this study in relation to the current 


situation. 
243 pp. Published. Paper, $2.50 


Economic Survey of 
Latin-America, 1956 


Trends of economic development, factors influ- 
encing the region's foreign trade and the balance 
of payments, the trade and exchange policy of the 
various countries, agriculture, industry, mining, 
and energy are covered. Incorporated into this 
study is a review of economic instability in Latin 
America from 1945-1956. 

August. Paper, $2.50 


International Documents Service 


COLUMBIA UNIVERSITY PRESS 


New York 27, New York 
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A Theory of the Consumption 


Function 
By MILTON FRIEDMAN 


In this volume a distinguished American economist presents a new 
theory of the consumption function, tests it against extensive statistical 
material, and suggests some of its significant implications. Central to the 
new theory is a sharp distinction between measured income (that which 
is recorded for a particular period), and permanent income (a longer- 
period concept in terms of which consumers decide how much to spend 
and how much to save). Dr. Friedman shows that his hypothesis is con- 
sistent with budget studies and time series data, and explores some of its 
possible effects. Published for the National Bureau of Economic Research. 

272 pages. Charts & Tables. $4.75 


Regional Income 
Studies in Income & Wealth, Volume 21 
By the Conference on Research in Income & Wealth 


Leading researchers in the field address themselves to the special prob- 
lems that arise in the collection and interpretation of income data for 
regions. They cover such subjects as conceptual issues in the study of 
inter-regional differences, recent empirical investigations of such differ- 
entials, and important problems encountered in the estimation of county 
income. Published for the National Bureau of Economic Research. 

416 pages. Charts. $8 


Concentration in Canadian 
Manufacturing Industries 


By GIDEON ROSENBLUTH 


In this valuable study of the Canadian economy the author skillfully 
explores the statistical and economic problems involved in the measure- 
ment of concentration in industry. Dr. Rosenbluth analyzes his findings 
on such relevant factors as industry and firm size, capital-labor ratio, im- 
portance of transportation costs, etc. In an enlightening comparison of 
data for the United States and Canada, he finds that concentration is 
higher in the latter country. Published for the National Bureau of Eco- 
nomic Research. 168 pages. Charts. $3.50 


Order from your bookstore, or 
PRINCETON UNIVERSITY PRESS, Princeton, New Jersey 
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CANADIAN JOURNAL OF 
ECONOMICS AND POLITICAL SCIENCE 


The Quarterly Journal of the Canadian Political Science Association 


Volume XXXIII, Number 8 August, 1957 
CONTENTS 
The Canadian Parliament and Divorce .... J. MURRAY BECK 
The Inter-lndustry Structure of the Canadian Economy ..... .. RICHARD E, CAVES 
Transport Costs in International Trade Theory Tre ROBERT A, MUNDELL 
Canada’s Post-War Monetary Policy, 1945-54 .... -+eeeee CLARENCE L. BARBER 
Agrarianism in Isiael's Party System AMITAI ETZIONI 
The Economic Elite and the Social Structure in Canada ...............JOHIN PORTER 
Ontario Provincial Elections, 1934-55 . DENNIS H. WRONG 


Notes and Memoranda 


HARRY ©. EASTMAN anv STEFAN STYKOLT 

Exchange Stabilization Further Considered: A Comment Cc. P. KINDLEBERGER 

Consumption and the Rate of Interest .... ee eeeees GEORGE MacDOWELL 


Annual Meeting of the Canadian Political Science Association 

Review Article 

Swedish Economic Policy and Thinking ... Fre: ROGER DEHMEM 
Keviews of Looks 


$6.00 per year. $1.50 per single issue. 


UNIVERSITY OF TORONTO PRESS 
33 St. George Street, Toronto 5, Canada 


ACCOUNTING RESEARCH 
A quarterly journal edited by 
F. SEWELL BRAY & LEO T. LITTLE 


Vol. 8, No. 1 Contents January 1957 


Operational Research and Financial Management 
By Stafford Beer 
Railway Auditin A Report of 1867 
By Harold Pollins 
Local Taxation in Western Germany 
By H. 8. Markus 
Cost and Value of Management Information as Functions of Age 
By Robert H. Gregory and Thomas V. V. Atwater, Jr. 
BOOK REVIEWS 
Financial and Cost Accounting for Management—By A. H. Taylor and H. Sheering 
(Reviewed by P. N. beg 
Accounting for Intra-company Transfers—-Prepared by the Nationa! Association of Cost 
Accountants 
(Reviewed by E. Hi. Davison) 
The Classification and Coding of Accounts—-By J. M. 8, Risk, (Reviewed by W. A. 
Harvey) 
Dividendenpolitik—By Dr. Karl Weber. 
(Reviewed by H. 1. Markus) 
An Introdnetion to Lritish Economic Statisties—By EK. Devons 
(Reviewed by C. F. Carter) 
Worker Satisfaction and Development-—A Case Study of Work and Social Behaviour in 
a Factory Group—By A. Zalernik 
(Reviewed by J. Henry Richardson) 
Electronic Data Processing for Business and i stry—By Richard G. Canning. 
(Reviewed by Robert G. Allyn and Austin Marphy) 
NOTES, BOOKS AND JOURNALS RECEIVED 


Subscription Rates $4.25 per volume 


CAMBRIDGE UNIVERSITY PRESS 
32 East 57th Street, New York 22, N.Y. 
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For a scholarly, all-around approach to international 


WORLD 


affairs read 


POLITICS 


A quarterly journal of international relations sponsored by the Center of 
International Studies, Princeton University, World Politics provides a unique 
forum in which economists, political scientists, historians, geographers, 
anthropologists, sociologists, and others concerned with world affairs can pub- 
lish their research and exchange ideas on international relations. Issued in 
January, April, July, and October. Subscriptions: single copies $2; $6 a year 
(2 years, $10). 


Order from 
WORLD POLITICS 


Princeton University Press 
Princeton, New Jersey 


THE INDIAN JOURNAL OF COMMERCE 


Organ of the Indian Commerce Association 
published quarterly 


EDITORIAL BOARD 
Dr. B. R. Misra, Patna Prof. H. K. Dutta, Waltair 
Prof, A. Dasgupta, Delhi Shri N. L. Nadda, Patna 
Dr. R, L. Varshney, Lucknow Shri Raghvendra Rao, Hyderabad 


Prof. I. D. Bhargava (Managing Editor) 


ANNUAL SUBSCRIPTION Ra.12 /- (£1 or $6) 
(Free to the members of the Indian Commerce Association) 
OFVICE BEARERS OF THE 
, INDIAN COMMERCE ASSOCIATION 
President: Dr. 8. K BASU, Head, Department of Commerce, University College of 
Arts and Commerce, Calcutta. 
Vice-President: SURI M. R. TOKHI, Principal, G. 8. College of Commerce and Eco- 
nomics, Nagpur. 
General Secretary: PROF. B. D. KHARGAVA, Vice-Principal, Maharaja's College, 
Jaipur. 


Asst. Secretary: SURI B. L. AGARWAL, Dept. of Commerce, Maharaja's College, 
aipur. 


For further particulars please write to: 
Managing Editor, 
INDIAN JOURNAL OF COMMERCE, 
Sawai Mansingh Highway, 
Jaipur (Rajasthan)—India 


Please mention Tug Amenican Economic Review When Writing to Advertisers 


3 
BY; 
4 
4 
‘ 
| 
] 


THE SOUTH AFRICAN JOURNAL OF ECONOMICS 


Editors: 
W. J. Busscnau C. S. Ricwarvs Hi. M. Ropertson 
(Managing Editor) 


Contents of Volume 25, No. 5 


June 1957 


Scientific Method and Measurable Utility ......... : ...++C, 8. Boper 
Transition from a Capitalistic to an Organizational Economy .. Dr. 8. P. Viljoen 
Ghana in Economic Transition Rowena M. Lawson 
Railway Expansion during the Post-war Period o+sceed, C, Laight 


A Functional Analysis of Retail Buyers’ Associations in the Union. Dr. T. Van Waasdijk 
Reviews—-Recent Pullications—-Notes 


Orders for Single copies (9s. 6d. each) and subscriptions (£1. 15s. per = period ) 
may be placed through all leading booksellers and the Journal office, P.O. Box 5316, 
Johannesburg. Overseas Agents: Staples Press Limited, Mandeville Place, London W. 1 


Enquiries regarding advertisement tariffs to the Secretary, P.O. Itox 5816, Johannesburg 


KYKLOS 


International Review for Social Sciences 


Vol. X—1957—Fase. 3 


Albert Aftalion (1874-1956) ipbabientasviebenne Louis Baudin 
Product-Adding versus Product-Replacing Innovations ....Joseph J. Spengler 


The Short-Run Problem of Growth in Underdeveloped Countries 
Henry J. Bruton 


Common Irrelevancies in Contemporary Theorizing by Economists 


William 1. Greenwald 
The Parsonian Approach to Economics ........ K. LE. Boulding 


Planning for an Expanding Economy: A Comment ........Edwin P. Reubens 
Book Reviews—Communications—Titles of New Books 


All articles are followed by a summary in English, French and German. Published 
quarterly. Annual subscription Sw. Fr. 26-—-(U8 $6.00), postage included. 

Order from your bookstore or the publisher: Kyklos-Verlag, Postfach 20 265, Basel 2, 
Switzerland. 
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SOCIAL AND ECONOMIC STUDIES 


A Journal devoted to research especially in the problems of economic 
growth, social change and political action in underdeveloped 
territories 


Special Number 


Vol. 6 June, 1957 
FEDERATION OF THE WEST INDIES 


CONTENTS 
Introduction .. Paul Knaplund 


Government in the British West Indies: 
An Historical Outline jas : Ronald V. Sires 


Progress ‘Towards Federation ........... iv ....Lloyd Braithwaite 
Two Federations ... David Lowenthal 
Federation of the British West Indic 

The kconomic and Financial Aspects Dudley Seers 
West Indian Federation; The Constitutional Aspects .... rr Gordon K. Lewis 
Political Aspects of Federation ‘ Morley Ayearst 
Some Demographic Considerations of West Indian Federation .........G. W. Roberts 


“Federal Associations and Institutions in the British West Indies ... Lloyd Braithwaite 
Annual Subscription per volume (4 numbers): £1.10.0.; U.S. $4.25; B.W.I. $7.20. 
Single copies of special Federation number, with board covers, 12/6, post free. 
Institute of Social and Economic Research 
University College of the West Indies 

Mona, Jamaica, B.W.1. 


BULLETIN FOR INTERNATIONAL 
FISCAL DOCUMENTATION 


Bi-monthly periodical published by the International Bureau of Fiscal Documenta- 
tion, HERENGRACHT 196—AMSTERDAM, Netherlands 


Vol. XI No. 2/3 


CONTENTS 

Suggestions for improvement of international treaties to avoid double taxation .... 

J. van Hoorn, Jr. 
Profit taxes affecting industrial and commercial] enterprises in Norway ..... S. Fagernaes 
Surveys of tax legislation 
Doppelbesteuerungsabkommen Schweiz USA 
Belgique: Territoralité des impéts 
France: Notion du domicile fiscal 
Memorandum on the reports of the Royal Commission on the Taxation of Profits and Income 
Recommendation on the Income Tax—Canada. 


Reviews on books and articles dealing with taxation matters 


PRICE: $5.00 a year without supplements or equivalent in 


$7.25 a year with supplements other currencies 
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The Manchester School 


of Economic and Social Studies 


Vol. XXV, No. 2 May, 1957 


CONTENTS 
The Growth of Life Assurance in U.K. since 1880 
Jack JOHNSTON AND G. W. MurPHy 
An Engel-Type Curve for Cash SpRAOS 


Private Company Finance in the Post-War Period . . site Me, 


The Annual Subscription is twenty shillings (transatlantic subscriptions 3 U.S. dollars), 
post free. Single copies Seven Shillings and Sixpewce (1 U.S. Dollar) post free. 

Subscriptions should be sent to The Secretary, ‘“‘THE MANCHESTER SCHOOL,” 
Economics Department, The University, Manchester 13, England. 


BULLETIN OF THE OXFORD UNIVERSITY 
INSTITUTE OF STATISTICS 


The Buttetin publishes articles by members of the research staff and other 


economists on problems of applied economics and statistics. 


The May 1957 issue of this journal consists of a symposium on savings and 
its determinants. In an earlier issue, that of August 1956, two recent theories 
of consumer behavior developed by Professors M. Friedman and F. Modigliani 
were critically examined by Dr. M. R. Fisher in the light of British data provided 
by the Oxford Savings Surveys. The authors of these theories, together with 
several other leading American and European economists, were invited to com- 
ment on Fisher’s work and the resulting collection of articles appears in the 


May issue of the Bulletin of the Oxford University Institute of Stat’ ‘ics. 


Published Quarterly Subscription Price $4.20 


Inquiries and subscriptions to: 
Basil Blackwell, 49 Broad Street, Oxford 
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ECONOMETRICA 


Journal of the Econometric Society 


Volume 25, No. 4 CONTENTS October, 1957 


Karnarn J. Annow: Statistics and Economic Policy 

Kenwerea J. Annow: Utilities, Attitudes, Choices: A Review Note 

S. Hovrmaxcen: An International Comparison of Household Expenditure Patterns, Com- 
memorating the Centenary of Engel's Law 

Aran S. Manne: A Linear Programming Model of the U. S. Petroleum Refining Industry 

Jauas Towin: Estimation of Relationships for Limited Dependent Variables 

Maatin Becumann: Some Aspects of the Airline Reservations Problem 
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